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take action with confidence and ensure you don’t miss a thing. 


Get the clear results you need - faster and more accurately than with any other resource. 
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the information is arranged nicely and it’s relevant to multiple 
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— Elijah Farrell, International Tax Director for NIKE, Inc. 
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inspires you and makes you say ‘| didn’t know | could do this. 


Well, Checkpoint Catalyst has done that for our firm.” 


— David A. Springsteen, CPA, MBA, CGMA, 
Senior Partner in charge of Tax Services, WithumSmith+ Brown, PC 


See for yourself why Checkpoint Catalyst has the “wow factor” and why Accounting Today says 


that Checkpoint Catalyst is “an impressive new tool, well worth a look...””* 


*Accounting Today, New Products, June 2014 


© 2015 Thomson Reuters/Tax & Accounting. Checkpoint is a registered trademark 
and Checkpoint Catalyst is a trademark of Thomson Reuters and its affiliated companies. 
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Unraveling 
the Future 


FINANCIAL REPORTING / AUDITING 

Will Simpler Also Be Better? 
by Maria L. Murphy, CPA 

A number of standard setters and regulators are making efforts to reduce complexity 


in accounting standards and simplify financial reporting, These changes may free up 
finance employees from some reporting duties and allow them to focus on responsi- 


bilities that add more value to their organizations. 
> For CPAs who prepare or audit financial statements 


TECHNOLOGY 

Beyond Spreadsheets: 

Technology Round Table, Part 1 
by Jeff Drew 
The fourth annual JofA accounting technology round table gathers three of the top tech 
gurus in accounting to address issues such as the future of the spreadsheet, whether 


Excel will still rule, and what devices CPAs should have in their computer bag. 
> For all CPAs, especially those in leadership positions or with an interest in technology 
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Models of Success? 


by Jeff Drew 

An accounting firm experiment hypothe- 
sizes that “there will be multiple success- 
ful business models for accounting firms 
of the future.” Explore the experiment's 
results and different visions for public ac- 
and examples of that 





counting’s future 


future already becoming reality. 
> For all CPAs 
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Driving Faster Decisions 

by Ken Tysiac 

Continuous monitoring and continuous 
auditing through data analytics provide 
internal audit with significant opportu- 
nities to provide added value to organi- 
zations. As these data-driven techniques 
grow in popularity, find out how the 
Hewlett-Packard Co. has used them to 
drive improvement. 

> For CPAs in business and industry @ 
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your costs? 
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video to find out how. 
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to AICPA and State Society 
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approved, your Preferred status 
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If for any reason you aren‘t approved 
your insurance coverage won't be 
terminated or decreased. You'll 
simply pay the lowest rate you 
qualify for. 


Visit cpai.com/liferate for more information today. 
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52 | AUDITING 
Data Analytics Helps 
Auditors Gain Deep Insight 


by Maria L. Murphy, CPA, and Ken Tysiac 
Advances in data analytics allow finan- 
cial statement auditors to get more in- 
depth information about their clients’ 
businesses. Technological advances have 
the potential to change the audit land- 
scape considerably, but mechanization 
appears unlikely to reduce the need for 
skilled auditors. 

> For CPAs who are external auditors 
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60 | FRAUD / ETHICS 

What's Your Fraud IQ? 

by Andi McNeal, CPA 

Organizations seeking to prevent and 
detect fraud can greatly boost their 
chances of success by instituting a strong 
ethics program. How can you develop 
and deploy a good ethics program? What 
are the characteristics of an ethical work 
environment? Test your knowledge in 
this month’s Fraud IQ quiz. 

> For all CPAs @ 
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You Made Partner: Now What? 
by Courtney L. Vien 

Becoming a partner requires a shift in 
mindset from employee to business 
owner. Young partners share what 
they’ve learned about being leaders, 
setting goals, developing others, and 
adjusting to new roles. 

» For CPAs in public practice @ 
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Working to Close the Skills Gap 
Many organizations are having difficulty 
finding skilled talent. This infographic 
explores the methods employers are 
using to attract top candidates and 
innovate their talent searches. 

» For CPAs in recruiting and hiring roles 
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Staying Focused at the Top: One 
Expert's Perspective on Issues 
Facing Today’s Boards of Directors 
by Sabine Vollmer 

Olivia Kirtley, CPA, CGMA, an accom- 
plished corporate director with almost 
20 years of experience serving on 
boards, talks about strategic, risk, and 
compliance issues that keep board 
members up at night. 

® For CPAs in business and industry 








76 | TAX 

Change Is Coming: Accounting 
Method Changes Under the Tangible 
Property Regulations 

by Pamela Schuneman, CPA 

This article discusses the details of 
some of the accounting method 
changes businesses may need to make 
to comply with the tangible property 
regulations, popularly known as the 
“repair regulations.” 

» For CPAs who advise businesses e@ 
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10 Situations When a CPA Should 
Call “Timeout” 

by Thomas D. Sykes, J.D. 

This article highlights situations when a 
tax accountant needs to recognize that 
it’s time to call in legal counsel. 


» For CPAs who advise clients who may have legal 
exposure 
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NewsDigest : 


AUDITING 

@ New standards issued by the Interna- 
tional Auditing and Assurance Standards 
Board (IAASB) are designed to change how 
auditors communicate about their work in 
their reports. 

Auditors of listed entities’ financial state- 
ments will be required to communicate 
“key audit matters” in auditor's reports, 
according to the standards, available at 
tinyurl.com/Iry4m74. The key audit mat- 
ters will be those that the auditor views as 
most significant, with an explanation of 
how they were addressed in the audit. 

The IAASB also has increased auditors’ 
focus on going-concern matters and added 
more transparency in the auditor's report 
about the work the auditor performs. 

The new standards will be effective for 

audits of financial statements for periods 
ending on or after Dec. 15, 2016. 
@ The AICPA Auditing Standards Board 
(ASB) issued four auditing interpretations 
to address some of the effects of account- 
ing standards on going concern. 

FASB in August issued Accounting 
Standards Update (ASU) No. 2014-15, 
Presentation of Financial Statements—Going 
Concern (Subtopic 205-40): Disclosure of 
Uncertainties About an Entity’ Ability to Con- 
tinue as a Going Concern. The standard es- 
tablishes management's responsibility to 
evaluate whether there is substantial doubt 
about an organization’s ability to continue 
as a going concern and to provide related 
footnote disclosures. 

Going-concern responsibilities for state 
and local government preparers, mean- 
while, were incorporated into GASB’s stan- 
dards in 2009 with the issuance of GASB 
Statement No. 56, Codification of Account- 
ing and Financial Reporting Guidance Con- 
tained in the AICPA Statements on Auditing 
Standards. 
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mA propel FASB Broce ea issue for public comment in mid-April 


is aimed at enhancing the usefulness of the Rhangar statements of 


not-for-profit organizations. aes 

FASB voted 5-2 to issue a proposed Accounting 8 Standards pease which 
would propose changes to: i 

i The current net asset Ganecuod none 


i The ‘required information about an organization's liquidity financial per 


formance, and cash flows. 
|The board will propose Paes the nore of net asset classes presented, from | 


Sole ete 


- restrictions and without donor- TnpOea restrictions. 


Under the proposal, all not-for-profits also would be es to repo he 


both by their nature and by function. 


“I think the benefits justify the costs,” FASB member Tom iin eneiak said dur- 


_ ing the meeting. “I think that we're providing an opportunity for the po eeren 
community to tell their story far better.” 


FASB Chairman Russell Golden, who cast one of the dissenting votes, eu some 
aspects of the proposal will reduce costs, promote simplification, and provide 


_ additional benefits to the not-for-profit community. But he is concerned that the 


project may increase complexity in the system overall because some of the tenta- 


_tive decisions address conditions only for not-for-profits on issues that also apply . 


outside the not-for-profit sector. 


We should have thought holistically about the cash flow statement, tiolceeally 
i about the operating performance measure, and holistically about the classifications 
within the cash flow statement,” Golden said. 


The new auditing interpretations to 
Statement on Auditing Standards No. 
126, The Auditor’s Consideration of an En- 
tity’ Ability to Continue as a Going Concern 
(Redrafted) (AICPA, Professional Standards, 
AU-C Section 570), are the result of a 
short-term initiative by the ASB to address 
some of the effects of these accounting 
standards. 

The interpretations, available at tinyurl. 
com/n5k3366, address: 
m™ The definition of “substantial doubt 

about an entity’s ability to continue as 

a going concern.” 

m The definition of reasonable period of 
time. 








m Interim financial information. 
® Consideration of financial statements’ 
effects. 

The ASB expects to undertake a more 
comprehensive project in the longer term 
to align AU-C Section 570 with the vari- 
ous accounting and auditing standards. 
@ The PCAOB issued a reminder to au- 
ditors of brokers and dealers that the 
board’s new auditing standards differ in 
certain respects from previous generally 
accepted auditing standards that applied 
to these audits. 

PCAOB standards took effect for audits 
of broker-dealer annual reports for fiscal 
years ended on or after June 1, 2014. 
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In its report, available at tinyurl.com/ 
pyksz6k, the PCAOB said the first five in- 
spections of broker-dealer audits con- 
ducted under the new standards showed 
deficiencies in the auditors’ application of 
the standards. 

The PCAOB advised that auditors who 
desire clarification of the standards can 
email the PCAOB at standards@pcaobus. 
org or review the board’s staff guidance on 
the issue, available at tinyurl.com/n2e3snl, 
which was published in June. 


EMPLOYEE BENEFITS 

M@ The AICPA issued new nonauthorita- 
tive guidance about how and when non- 
governmental employee benefit plans and 
nongovernmental sponsoring entities 
should consider, for financial reporting 
purposes, newly updated mortality tables 
if their financial statements have not yet 
been issued when the updated tables are 
published. 

The Society of Actuaries’ Retirement 
Plans Experience Committee released in 
October 2014 its RP-2014 Mortality Tables 
Report, available at tinyurl.com/n8x265a, 
which includes new mortality tables de- 
veloped for use by pension plans. 

Question and Answer (Q&A) Section 
3700.01 (AICPA Technical Questions and An- 
swers), available at tinyurl.com/3so64k8, 
explains that the plans and sponsoring en- 
tities should consider the specific require- 


ments of GAAP. which requires the use of 


a mortality assumption that reflects the best 
estimate of the plan’s future experience for 
purposes of estimating the plan’s obligation 
as of the current measurement date. The 
Q&A relates to both employer and plan 
pension obligations. 


FINANCIAL REPORTING 
@ A standard issued by FASB is designed 
to improve targeted areas of consolidation 
guidance for certain legal entities and 
make financial statements more relevant 
for users. 

The guidance applies to legal entities 
such as: 
@ Limited partnerships. 
@ Limited liability corporations. 





™ Securitization structures (collateralized 
debt obligations, collateralized loan ob- 
ligations, and mortgage-backed secu- 
rity transactions). 

Accounting Standards Update No. 
2015-02, Consolidation (Topic 810): Amend- 
ments to the Consolidation Analysis, is in- 
tended for reporting organizations (public 
and private companies and not-for-profits) 
that are required to evaluate whether they 
should consolidate these legal entities. 

The standard, available at tinyurl.com/ 
nsx3mse, reduces the number of consoli- 
dation models from four to two, simplifies 
FASB’s Accounting Standards Codification, 
and changes current GAAP by: 
™ Placing more emphasis on risk of loss 

when determining a controlling finan- 

cial interest. A reporting organization 

may no longer have to consolidate a 

legal entity in certain circumstances 

based solely on its fee arrangement, 
when certain criteria are met. 

@ Reducing the frequency of the appli- 
cation of related-party guidance when 
determining a controlling financial in- 
terest in a variable-interest entity (VIE). 

# Changing consolidation conclusions 
for public and private companies in 
several industries that typically make 
use of limited partnerships or VIEs. 
The standard takes effect for public 

companies for periods beginning after 

Dec. 15, 2015. For private companies and 

not-for-profits, the standard takes effect 

for annual periods beginning after Dec. 

15, 2016, and for interim periods begin- 

ning after Dec. 15, 2017. Early adoption 

is permitted, including adoption in inter- 

im periods. 

@ FASB proposed two 

changes that are designed to reduce com- 

plexity in accounting for income taxes. 

The proposal is available at tinyurl.com/ 

pff24st. 

For public business entities, the pro- 
posed changes would take effect for an- 
nual periods, including interim periods 
within those annual periods, beginning 
after Dec. 15, 2016. Early adoption 
would not be permitted for public busi- 
ness entities. % 


standards 
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For all other entities, the proposed 
amendments would take effect for annual 
periods beginning after Dec. 15, 2017, and 
interim periods in annual periods begin- 
ning after Dec. 15, 2018. Early adoption 
would be permitted, but not before the ef- 
fective date for public business entities. 

FASB is seeking comments on both 
items by May 29. Comments can be made 
at FASB’s website at tinyurl.com/oxs7tm8. 

The first item the board is proposing 
is elimination of the exception in ASC 
Subtopic 740-10, Recognition, that pro- 
hibits recognizing current and deferred in- 
come tax consequences for an intra-entity 
asset transfer until the asset or assets have 
been sold to an outside party. 

This proposal would require that an 
entity recognize the current and deferred 
income tax consequences of an intra- 
entity asset transfer when the transfer 
occurs. The proposal would align GAAP 
with IFRS guidance on the recognition of 
income tax consequences of intra-entity 
asset transfers. 

Entities would be required to apply the 
proposed amendments on a modified ret- 
rospective basis. A cumulative-effect ad- 
justment would be made directly to 
retained earnings as of the beginning of the 
period of adoption for the recognition of 
the income tax consequences of intra- 
entity asset transfers occurring before the 
effective date. 

At transition, required disclosures would 
include the nature of and reason for the 
change in accounting principle, and quan- 
titative information about the effects of the 
change in accounting. 

The other change FASB is proposing 
would affect only entities that present a 
classified statement of financial position. 
To simplify the presentation of deferred 
income taxes, FASB is proposing that for 
such entities, deferred tax liabilities and 
assets be classified as noncurrent in a clas- 
sified statement of financial position. The 
proposal would not change the current 
requirement that deferred tax liabilities 
and assets of a tax-paying component of 
an entity be offset and presented as a sin- 
gle account. 
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The proposal would align GAAP with 
IFRS in the presentation of deferred in- 
come tax assets and liabilities. 

Entities would be required to apply the 
proposed balance sheet changes prospec- 
tively to all deferred income tax liabilities 
and assets. At transition, disclosures would 
include the nature of and reason for the 
change in accounting principle and a state- 
ment that prior periods were not restated. 
@ FASB issued a proposal that is designed 
to provide more useful information to 
financial statement users about hybrid 
financial instruments that contain bifur- 
cated embedded derivatives. 

The amendments in the proposal, avail- 
able at tinyurl.com/nge2q5m, would re- 
quire an entity to disclose information in 
the notes to financial statements that links 
each bifurcated embedded derivative to its 
related host contract. 

Under current GAAP, ASC Topic 815, 
Derivatives and Hedging, does not require 
an entity to provide information that ex- 
plicitly links bifurcated embedded deriv- 
atives with their related host contracts. As 
a result, financial statement users often are 
unable to trace these derivatives to their 
host contracts. 

The proposed amendments would 
apply to all reporting entities that issue or 
invest in hybrid financial instruments with 


embedded derivatives that are separated’ 


from their host contracts and accounted 
for as derivative instruments. 

Under the proposal, an entity would be 
required to disclose in both interim and 
annual reporting periods the carrying 
amount, measurement attribute, and line 
item within the balance sheet and the in- 
come statement in which each bifurcated 
embedded derivative and its related host 
contract are presented. 

The amendments would be applied 
prospectively to hybrid financial instru- 
ments with bifurcated embedded deriva- 
tives that existed as of the beginning of the 
fiscal year for which the proposed amend- 
ments are effective. 

The effective date will be determined by 
the board after hearing stakeholders’ com- 
ments, which can be submitted through 





April 30 at FASB’s website at tinyurl.com/ 
ooeuooa. The proposal is titled Proposed 
Accounting Standards Update, Derivatives 
and Hedging (Topic 815): Disclosures About 
Hybrid Financial Instruments With Bifurcat- 
ed Embedded Derivatives. 

@ Three years after its inception, the Pri- 
vate Company Council (PCC) will under- 
go a public evaluation of the job it is doing 
in looking out for the interests of private 
companies in accounting standards. 


Ripple Effect for Falling 
Energy Prices 


More than half of CPA decision- 
makers said declines in oil and ener- 
gy prices had at least a somewhat 
favorable impact on prices at their 
businesses early this year. 


§@ Strongly favorable...............8% 
Somewhat favorable 47% 
MH Neutral... 28% 
i Somewhat unfavorable... 6% 
H@ Strongly unfavorable........6% 
@ Not sure... vr 2% 
@ Other... 1. 8% 


Source: A/CPA Business and Industry 
Economic Outlook Survey, 10 2015, 
tinyurl.com/93a9s7n. 
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The board of trustees of the Financial 
Accounting Foundation (FAF) issued a re- 
quest for comment, with responses to be 
evaluated in its assessment of the PCC’s 
effectiveness, accomplishments, and fu- 
ture role in setting standards for private 
companies. The request for comment is 
available at tinyurl.com/kn5ssnn. 

When the trustees created the PCC in 
May 2012, they stated that they would 
conduct an assessment of the council fol- 
lowing its first three years of operation. 

The PCC has established a number of 
GAAP alternatives for private companies 
that are intended to decrease costs and 
complexity without sacrificing usefulness 
to users of financial statements. To date, 
PCC-initiated actions have resulted in four 
Accounting Standards Updates containing 
GAAP alternatives for private companies. 

In addition, the PCC has given FASB 
feedback on private company perspec- 
tives during the board’s development of 
standards. 

Written comments can be emailed to 
PCCReview@f-a-f.org by May 11. 

Wi FASB’s staff will work with AICPA staff 
to clarify guidance regarding uncertain tax 
positions. 

In May 2010, the AICPA Financial Re- 
porting Executive Committee (FinREC) is- 
sued a technical practice aid, TPA 5250-15, 
which refers to Accounting Standards Up- 
date (ASU) No. 2009-06, Income Taxes 
(Topic 740): Implementation Guidance on Ac- 
counting for Uncertainty in Income Taxes and 
Disclosure Amendments for Nonpublic Entities. 

FinREC’s TPA said that nonpublic en- 
tities are required to make certain disclo- 
sures regardless of whether the entities 
have uncertain tax positions (also known 
as unrecognized tax benefits). 

PCC and FASB members said at a PCC 
meeting that the guidance in the TPA 
should change and that such disclosures 
are necessary only if an entity has uncer- 
tain tax positions. 

The AICPA staff is working with FASB's 
staff to determine the best way to proceed 
in addressing the issue. 

In the basis for conclusions section of 
the ASU, FASB concluded that no disclo- 
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sure would be required if management 
determines there are no unrecognized tax 
benefits to record. FASB concluded that 
requiring such a disclosure would set a 
precedent for requiring a similar disclo- 
sure for all accounting standards for 
which there was no material effect on the 
financial statements. But the basis for con- 
clusions is not part of the FASB Account- 
ing Standards Codification. 


liability as either “current” or “non-cur- 

rent.” The proposed amendments would 

accomplish this by: 

® Clarifying that the classification of a li- 
ability as either “current” or “non-cur- 
rent” is based on the entity’s rights at 
the end of the reporting period, and 

@ Clearly describing the link between the 
settlement of the liability and the out- 
flow of resources from the entity. 


GASB defines fair value as the price that would be 
received to sell an asset, or paid to transfer a liability, 
in an orderly transaction at the measurement date. 


i The PCC has decided to review whether 
it should provide more flexibility to private 
companies in election and use of some of 
the GAAP alternatives it has created. 

PCC member Larry Weinstock said 
more flexibility may be necessary to allow 
private companies to take advantage of: 
w ASU No. 2014-07, Consolidation (Topic 

810): Applying Variable Interest Entities 

Guidance to Common Control Leasing 

Arrangements; and 

ASU No. 2014-02, Intangibles—Good- 

will and Other (Topic 350): Accounting for 

Goodwill. 

Current guidance suggests that private 
companies that do not elect an alternative 
the first time it’s available are not allowed 
to elect it in the future, unless they can es- 
tablish preferability, as defined in ASC 
Topic 250, Accounting Changes and Error 
Corrections, according to Weinstock. 

Weinstock said private companies 
should be able to elect to use the alter- 
natives in the future if their circumstances 
change. The PCC asked FASB’s staff to 
undertake research that could provide 
more flexibility. 

@ The IASB issued a proposal intended to 
clarify how entities classify debt, particu- 
larly when it is coming up for renewal. 

The proposal is designed to improve 
presentation in financial statements by clar- 
ifying the criteria for the classification of a 





The proposed amendments are con- 
tained in the exposure draft Classification 
of Liabilities (Proposed Amendments to 
IAS 1), which is available at tinyurl.com/ 
px5w2o. The IASB is seeking comments, 
which can be made at tinyurl.com/ 
n348ony by June 10. 


GOVERNMENT 

i GASB provides a definition of fair value 
and describes how it should be measured 
in new accounting and financial reporting 
guidance for state and local governments. 

Under GASB Statement No. 72, Fair 
Value Measurement and Application, fair 
value is defined as the price that would 
be received to sell an asset, or paid to 
transfer a liability, in an orderly transac- 
tion between market participants at the 
measurement date. 

The statement, available at tinyurl.com/ 
nkzled9, also describes which assets and 
liabilities should be measured at fair value 
and what information about fair value 
should be disclosed in the financial state- 
ments. The guidance defines investments 
—which generally are measured at fair 
value—as securities or other assets that 
governments hold primarily for the pur- 
pose of income or profit and the present 
service capacity of which are based solely 
on their ability to generate cash or to be 
sold to generate cash. 
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State and local governments previously 
have been required to disclose how they 
arrived at their measures of fair value, if 
their measurement was not based on quot- 
ed market prices. Statement No. 72 ex- 
pands those disclosures to categorize fair 
values according to their relative reliabil- 
ity and to describe positions held in many 
alternative investments. 


MANAGEMENT ACCOUNTING 

@ A majority of senior finance executives 
say that risk management is not an im- 
portant strategic tool at their organiza- 
tions, and most have not articulated their 
risk appetite in pursuit of objectives, ac- 
cording to a new survey. 

Additionally, fewer than half of respon- 
dents believe that existing risk exposures 
are considered when evaluating new strate- 
gic initiatives. That’s according to a survey 
of 1,093 CFO-level AICPA members. 

Just 25% of companies have a formal en- 
terprise risk management (ERM) process in 
place, according to results of the survey, 
which was conducted by the ERM Initiative 
at North Carolina State University. A survey 
report is available at tinyurl.com/maf7yvx. 

Companies are not as likely now, com- 

pared with a few years ago, to appoint a 
chief risk officer, one of several examples 
where ERM practices appear to have gone 
stagnant. In 2012, 38% of respondents 
said their companies had chief risk officers. 
In the most recent survey, conducted last 
fall, that number had fallen to 32%. The 
percentage is still higher than in the first 
edition of the survey in 2009, when 18% 
of respondents said their companies had 
a chief risk officer. 
@ During the recession, many companies 
were hesitant to buy new computer hard- 
ware or upgrade software. For some, it was 
hard to justify the investment when cost- 
cutting was the norm and aging equip- 
ment was still working. 

But an improvement in economic con- 
ditions, the need to provide customers bet- 
ter technology, and heightened concern 
about cybersecurity have led to a steady in- 
crease in information technology invest- 
ment over the past few years. 
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CPA decision-makers have carried a 
positive outlook on IT spending in recent 
quarters, according to the Business @ 
Industry Economic Outlook Survey for 
the first quarter of 2015 released by the 
AICPA. Survey results are available at 
tinyurl.com/93aQ9s7n. 

Although IT spending projections de- 
clined slightly in the most recent outlook, 
it is one of four survey indicators that re- 
mained above 75. A reading above 50 in- 
dicates a generally positive outlook. 

Meanwhile, more CPA decision-makers 
are optimistic about the U.S. economy 
than any time in the past 10 years, ac- 
cording to the outlook. While the mo- 
mentum of executives’ optimism slowed 
overall in the most recent quarter, re- 
spondents remain positive about revenue 
and profit projections, especially when 
compared with first-quarter numbers in 
previous years. And that, in part, is em- 
boldening companies to spend more on IT. 


ERM-Strategy Link Lacking 





@ Rules proposed by the SEC would 
require certain companies to disclose 
their hedging policies for directors and 
employees. 

Under the proposal, companies would 
be required to disclose whether directors, 
officers, and other employees are permit- 
ted to hedge or offset any decrease in the 
market value of equity securities granted 
by the company. 

The proposed rules, available at 
tinyurl.com/mafb4ny, would apply to se- 
curities granted as compensation or held 
—directly or indirectly—by employees 
or directors. 

The disclosures would be required in 
proxy statements and information state- 
ments for the election of directors. The pro- 
posed rules would apply to companies 
subject to the federal proxy rules, including: 
Smaller reporting companies. 

@ Emerging growth companies. 
m Business development companies. 


More than half of respondents to a recent survey said their organization's risk 
management Is either minimally or not at all a proprietary strategic tool that 
provides a unique competitive advantage. The survey was conducted by the 
ERM Initiative at North Carolina State University on behalf of the AICPA 
Business, Industry & Government team. 


Is ERM a strategic tool? 


@ Notat all. 
@ Minimally. 
Hi Somewhat 
& Mostly es 
™ Extensively... 


30% 
22% 
28% 
15% Oa 
5% 


» 
A 


+ 
¢ 





Source: 2015 Report on the Current State of 


Enterprise Risk Oversight, tinyurl.com/maf7yvx. 
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=| Registered closed-end investment com- 
panies with shares listed and registered 
on a national securities exchange. 

Disclosure would apply to equity se- 
curities of the company, its parent, sub- 
sidiary, or any subsidiary of any parent of 
the company that is registered under Sec- 
tion 12 of the Exchange Act. 

The proposed rules were mandated by 
the Dodd-Frank Wall Street Reform and 
Consumer Protection Act, PL. 111-203. 

The SEC will seek public comment on 
the proposed rule amendments for 60 days 
following their publication in the Federal 
Register. Comments can be made at the 
SEC's website at tinyurl.com/k4u7ydb. 
H@ The AICPA Conflict Minerals Task 
Force has developed new questions and 
answers (Q&As .14-.15) to provide 
nonauthoritative guidance addressing 
matters that practitioners performing in- 
dependent private-sector audit engage- 
ments of conflict minerals reports may 
wish to cover in management represen- 
tation letters and practitioner responsi- 
bility with respect to internal controls. 

The Q&As, available at tinyurl.com/ 
mluexo7, relate to representations that a 
practitioner might obtain from manage- 
ment in an engagement to perform an in- 
dependent private-sector audit of a conflict 
minerals report, and the practitioner's re- 
sponsibility with respect to gaining an un- 
derstanding of and testing internal controls 
in performing an independent private- 
sector audit. 

In addition, the AICPA resource de- 
scribing conflict minerals report attributes 
that facilitate an independent private- 
sector audit has been updated based on 
conflict minerals reports filed, and to re- 
flect recent SEC guidance. The resource is 
available at tinyurl.com/Is69amm. 

More information, including previous- 
ly issued Q@As .01 to .13, is available on 
the AICPA Conflict Minerals Resources 
webpage at tinyurl.com/cdgwk9p. 


NOT-FOR-PROFIT 

@ The AICPA Not-for-Profit Entities Ex- 
pert Panel developed nonauthoritative 
guidance in response to an accounting 
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alternative for private companies devel- 
oped by the PCC. 

The guidance is contained in Q&A Sec- 
tion 6140.26 of the AICPA Technical Ques- 
tions and Answers at tinyurl.com/3so64k8. 

' In January 2014, FASB issued a stan- 
dard that originated with the PCC and 
exempts private companies from the re- 
quirement to annually perform impair- 
ment testing for goodwill subsequent to a 
business combination. 

The standard, ASU No. 2014-02, In- 
tangibles—Goodwill and Other (Topic 350): 
Accounting for Goodwill (a consensus of the 
Private Company Council), provides an al- 
ternative for private companies, allowing 
them to amortize goodwill on a straight- 
line basis over 10 years, or less than 10 
years if the entity can demonstrate that an- 
other useful life is appropriate. 

The guidance developed by the Not- 
for-Profit Entities Expert Panel is intend- 
ed for any not-for-profit entity that has a 
for-profit subsidiary that it consolidates 
under GAAP. The for-profit subsidiary 
could adopt the accounting alternative in 
ASU No. 2014-02 in its stand-alone fi- 
nancial statements, according to the ex- 
pert panel. 

But the for-profit subsidiary is not per- 
mitted to use the amortization accounting 
alternative in the consolidated financial 
statements, according to the expert panel. 
This is because the reporting entity is the 
consolidated not-for-profit entity, which is 
not currently permitted to adopt the ac- 
counting alternative. 


DRAFTS OUTSTANDING 
@ FASB 

Two Proposed Accounting Standards 
Updates, Income Taxes (Topic 740): I. Intra- 
Entity Asset Transfers and II. Balance Sheet 
Classification of Deferred Taxes. Comment 
deadline: May 29. ED available at tinyurl. 
com/pff24st. 

Proposed Accounting Standards Up- 
date, Derivatives and Hedging (Topic 815): 
Disclosures About Hybrid Financial Instru- 
ments With Bifurcated Embedded Deriva- 
tives. Comment deadline: April 30. ED 
available at tinyurl.com/nqe2q5m. 


@ IFAC 

Proposed Changes to Part C of the Code 
Addressing Presentation of Information and 
Pressure to Breach the Fundamental Prin- 
ciples. Comment deadline: April 15. ED 
available at tinyurl.com/n7zqazx. 

Proposed International Standards on Au- 
diting (ISAs), ISA 800 (Revised) and ISA 805 
(Revised). Comment deadline: April 22. ED 
available at tinyurl.com/k7rvxq7. 

Mi PEEC (AICPA) 

Firm Merger and Acquisitions Pro- 
posed Interpretation, AICPA Professional 
Ethics Division. Comment deadline: May 
15. ED available at tinyurl.com/o9tnh6q. 

Proposed Revised “Affiliate” Definition. 
Comment deadline: May 18. ED available 
at tinyurl.com/pm36xdh. (Expected to be 
released April 16.) 


CORRECTIONS 

@ In the February 2015 JofA, a sidebar in 
the Professional Liability Spotlight column, 
“All CPAs Should Be Concerned About 
Going Concern,” page 20, misstated the ef- 
fective date for SSARS No. 21, Statement on 
Standards for Accounting and Review Servic- 
es: Clarification and Recodification. It is ef- 
fective for periods ending on or after Dec. 
15,2015. The article also misstated the ef- 
fective date for Accounting Standards Up- 
date No. 2014-15, Presentation of Financial 
Statements—Going Concern (Subtopic 205- 
40): Disclosure of Uncertainties About an En- 
tity’s Ability to Continue as a Going Concern. 
This standard is effective for the annual pe- 
riod ending after Dec. 15, 2016, and for an- 
nual periods and interim periods thereafter. 
@ In the February 2015 JofA, in the ar- 
ticle “Lost and Found: Booking Liabilities 
and Breakage Income for Unredeemed 
Gift Cards,” page 32, a principle of rev- 
enue recognition was misstated. The ar- 
ticle should have read that under the new 
revenue recognition standard, revenue is 
recognized when or as an entity satisfies 
a performance obligation by transferring 
a promised good or service to a customer. 
The article instead cited a principle from 
current GAAP that states that revenue 
can't be recognized until it is earned and 
realizable. ~ 
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reexamination of new revenue recognition 

tules has led to tinkering with the standard 

that is considered the biggest achievement of 
the convergence efforts of FASB and the International 
Accounting Standards Board (IASB). 


The most significant potential change came April 1, when 
FASB agreed to propose delaying the effective date of the stan- 
dard by one year. The board voted to propose having the stan- 
dard take effect for reporting periods beginning after Dec. 15, 
2017, for public companies that use U.S. GAAP for their fi- 
nancial statements. 

Private companies would have an additional year past the 
public company effective date to implement the standard. 
Early adoption would be allowed as of the original effective 
date for public companies (reporting periods beginning after 
Dec. 15, 2016). Public companies that adopt early would be 
required to do so on an annual and interim basis. Private com- 
panies that adopt early could do so on an annual basis, and 
subsequently for annual and interim periods. 

FASB directed its staff to prepare a formal written ballot for 
a proposal seeking feedback in a 30-day comment period. The 
IASB also was expected to consider later in April a possible 
delay in its effective date. 

Financial statement preparers who said they didn’t have 
enough time for transition raised the possibility of delaying the 
effective date shortly after the standard was released in May of 
last year. 

FASB and the IASB also have voted to propose clarifying 
certain areas of the standard and implementation guidance 
that have caused the potential for diversity in practice. 

The proposed clarifications hold the potential for diver- 
gence in the standard because the boards came to different 
conclusions on some of the clarifying changes and revisions 
they plan to propose. The IASB generally was less open to 
changes than FASB and agreed to propose more limited 
clarifications. 


— FINANCIAL REPORTING —— 


Revenue Recognition 
Revisited 


One-year delay and other clarifications 
proposed in convergence project. 


by Ken Tysiac 


In addition to the change in the effective date, the boards 
plan to propose changes including: 

® Licenses of intellectual property: FASB and the IASB 

voted to propose revisions to the implementation guidance 

about determining the nature of the entity's promise in 

granting a license of intellectual property. 

m Identifying performance obligations: FASB voted to pro- 
pose amendments to address implementation issues related 
to identifying promised goods or services that would be 
subject to the separation guidance; application of the dis- 
tinct guidance; and accounting for shipping and handling 
activities, as well as making some technical corrections. 

@ Practical expedients upon transition—contract modi- 
fications and completed contracts: FASB and the IASB 
voted to propose a “use of hindsight” expedient. 

lm Sales tax presentation—gross versus net: FASB agreed 
to add a project to its technical agenda to propose revisions 
to the standard that would permit a practical expedient for 
presentation of sales taxes. FASB would propose the prac- 
tical expedient to allow an election for net reporting for all 
in-scope sales taxes with disclosure of the policy. 

lm Revenue recognition—noncash consideration: FASB 

voted to propose clarifying the guidance for determining the 

measurement date for noncash consideration, explaining that 
noncash consideration is measured at contract inception. 

In addition, FASB voted to propose applying the con- 
straint on variable consideration only to transactions in 
which the fair value of noncash consideration might vary 
for reasons other than the form of the consideration. 

Collectibility—accounting for cash received: FASB voted 

to improve the articulation of the guidance in ASC Para- 

graph 606-10-25-7 of the standard and improve the ar- 
ticulation of the guidance for the collectibility threshold 
in Step 1. ~ 


Sh 





Ken Tysiac is a JofA editorial director. To comment on this article 
or to suggest an idea for another article, contact him at ktysiac@ 
aicpa.org or 919-402-2112. 
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Manual Sales 
Tax Syndrome 


Manual Sales Tax Syndrome (MSTS) is treatable. 
Ask your accountant about AvaTax today. 


IRAE) Fj ™ is right f 
mealies Find out if Avalara AvaTax”™ is right for you 
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WARNING: 


Some side effects of AvaTax 
implementation are common 
and well documented. These 
include, but are not limited to: 
greater sense of ease and well- 
being, significantly reduced risk 
of penalties and interest in the 
event of an audit, greater focus 
on profit-making activities, 
more free time to enjoy the 
things you love — including 
family and friends. If you 
experience any of these very 
common side effects, contact 
your accountant immediately. 
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Making sales tax less taxing 


Cathy 


Engelbert, 
CPA ,CE@O 
of Deloitte 


Ale 


First woman to lead a 


Big Four firm in the US. 


discusses the path she took. 


CAREER SNAPSHOT 


' athy Engelbert, CPA, became the first female CEO of a Big Four 

audit, accounting, and consulting firm in the United States on 

March 11 when she took the helm of Deloitte LLP In an in- 
terview, she told the JofA of a time early in her career when she near- 
ly decided to leave public accounting, and she shared her thoughts 
on what it takes to achieve career success. Here is an edited version 


of the discussion: 


“I was a senior manager, pregnant with my 
first child. I would have been up for part- 
ner that year. I was trying to figure out 
what my career would look like in the fu- 
ture and trying to figure out if I could bal- 
ance my career and parenting at Deloitte, 
or would | balance it in the corporate 
world? I did consider a very large corpo- 
rate job ... something that was attractive. 
When it came down to it, I thought about 
culture, I thought about Deloitte and, quite 


frankly, the women’s initiative that start- 
ed in the ’90s when this was all happen- 
ing, and I wanted to continue to be a part 
of that. And it was the best decision, quite 
frankly, I ever made. ...” 

“Take risks in your career, do some- 
thing different so you build your capabil- 
ities, build your followership, build your 
leadership skills, and have passion for 
what you do. ... It’s all about the skill set 
that you might want to build. At one point 
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I decided to go to our national office, so I 
moved from Philadelphia to Connecticut. 
At another point I decided I had built, 
through working with FASB and the 
AICPA when I was in our national office, 
a niche with financial instruments. So | 
went into our consulting business for four 
years. I think it’s all about what capabili- 
ties you want to build. Some of our peo- 
ple do global assignments. Some of our 
people, again, cross over into our differ- 
ent businesses. Some want to serve in tax 
versus audit. Some want to do both. | 
think it’s all about building a broader ca- 
pability so you are viewed as a leader and 
you have that followership going forward 
as you go up the ranks.” 

(Read more about Cathy Engelbert and 


her vision for Deloitte LLP at journalof 
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CHECKPOINT LEARNING 


HEALTH CARE REFORM 
CERTIFICATE PROGRAM" 
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The implementation of the Affordable Care Act has left a lot 
of questions for tax practitioners. |t’s left a lot of questions for 
your clients, too — only they expect you to have all the answers. 
We have designed the Checkpoint Learning Health Care Reform 
Certificate Program™ to ensure that you know the ins and outs 
of the new health care regulations while guaranteeing your 
level of expertise to both employers and clients. This program, 
powered by our CPEasy and LearnLive platforms, will allow 

you to gain a higher level of confidence when it comes to the 


employer and individual mandates of the Affordable Care Act. 


A blended learning format includes six online courses, three 
webinars and a final exam — plus the opportunity to earn 


approximately 27 hours of CPE credit in three months to a year. 


Increase your client consulting and 
revenue opportunities related to 
health care reform legislation. 


For more information, call 800.231.1860 or visit 
cl.thomsonreuters.com/GetCertificate. 





CAHCCP25 © 2015 Thomson Reuters/Tax & Accounting. Checkpoint Learning is a registered 
trademark of Thomson Reuters and its affillated companies. All Rights Reserved 
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The Importance of Tax Quality Control 


by Deborah K. Rood, CPA 


Quality control (QC) is of utmost importance when delivering 
professional services, including tax planning and compliance 
services. In 2014, 67% of the claims in the AICPA Professional 
Liability Insurance Program were related to tax planning and 
compliance services. Unfortunately, almost all of these claims 
included a failure in quality control. When a professional 
liability claim is asserted and QC breakdowns have occurred, 
defense counsel’s ability to negotiate a favorable result for the 
CPA may be compromised. 

Rather than several claim stories with seemingly innocent 
breakdowns in QC, what follows is a combination of real claim 
scenarios resulting in a disastrous QC collapse. While this 
scenario may seem unrealistic, any one of these QC 
breakdowns could compromise the defense of a professional 
liability claim. 


THE NEW PRIVATE-EQUITY CLIENT 

The managing partner of XYZ CPAs Inc. said it was the firm’s 
highest priority to obtain new clients in private equity by year 
end. Asa result, when an attorney with whom the firm 
regularly worked mentioned that one of his private-equity 
clients operating as a partnership needed tax compliance 
services, the firm bypassed its customary client and 
engagement acceptance procedures to obtain the desired 
business. The firm agreed to prepare the tax returns but failed 
to issue an engagement letter. 

Had the firm followed its customary client and engagement 
acceptance procedures, it may have discovered that the fund 
organizer was a convicted felon who previously operated a 
Ponzi scheme. In addition, the firm may have questioned why 
a small firm in a neighboring state was performing the fund's 
audit instead of a specialized firm. Routine client acceptance 
procedures also may have revealed that the client's CFO was 
the husband of one of XYZ’s audit partners, representing a 
potential conflict of interest. 

The QC problems related to this engagement continued to 
accumulate. The tax partner was new to XYZ but had worked 
with the managing partner 20 years before. Based on this 
relationship, the firm did not confirm the new tax partner's 
licensure or previous experience. Notably, she had been 
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disciplined by the state board of accountancy due to a conflict 
of interest on another tax return. 

The client demanded the Schedules K-1 be issued to 
investors by April 10, despite incomplete information 
regarding Schedules K-1 from the company’s investments. The 
“experienced” tax partner explained that she regularly used 
estimates and adjusted for final numbers on the following 
year’s return at her old firm so Schedules K-1 could be issued 
on a timely basis. 

The only staff member available to prepare the fund's tax 
returns was in his second tax season and had primarily worked 
with C corporations. Since he lacked experience in partnership 
filings, the staff member did not allocate income based on the 
partnership agreement. The staff member relied on the 
computations generated by the tax preparation software. The 
tax partner's review consisted of confirming the book-income- 
to-taxable-income reconciliation and discussing the calculation 
with the client. Moreover, the new tax partner was not 
supervised on any engagements, including the high-risk 
returns relating to this matter. The return was finalized and 
electronically filed—without a Form 8879-PE, IRS e-file 
Signature Authorization for Form 1065. 

This series of errors continued for the following six years. 

Approximately one month after the firm prepared its 
seventh tax return for the client, federal agents raided the 
client’s office. The client was operating another Ponzi scheme. 
Soon after the raid, investors began filing professional liability 
claims against the CPA firm, alleging the firm should have 
discovered the fraud. In addition, investors alleged that the 
firm improperly allocated taxable income to them, causing 
them to overpay tax, incur additional professional fees, and, in 
some years, lose the ability to obtain a refund because the 
statute of limitation had expired. 


ELEMENTS OF A STRONG QC SYSTEM 
While QC may be difficult to get excited about, its importance 
cannot be overstated. As a result, tax professionals should 
consider the following to create a strong QC system: 


Circular 230 

In June 2014, Treasury Circular 230, Regulations Governing 
Practice Before the Internal Revenue Service (31 C.ER. Part 10), 
which addresses practice before the IRS, was revised. Section 
10.36, Procedures to Ensure Compliance, now requires the 
person or persons responsible for overseeing a firm’s tax 
practice to take reasonable steps to ensure the firm has 
adequate procedures in effect to comply with Circular 230. 
This individual will be subject to discipline for failure to 
comply with the requirements if, through willfulness, 
recklessness, or gross incompetence, the individual does not 
take reasonable steps to ensure the firm has adequate 
procedures in place to comply with Section 10.36 and a firm 
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member engages in a pattern of failure to comply with this 
part. 

Written tax QC materials represent one of the best tools for 
complying with Circular 230, Section 10.36. 


Tax QC Materials 
QC materials may consist of (1) a tax QC manual; (2) tax 
policies and procedures; and (3) voluntary tax practice review. 

The tax QC manual and tax policies and procedures should 
be written, updated regularly, accessible, and communicated to 
the tax practice through training. 

The QC manual provides guidance in developing the tax 
group the firm desires. It should provide a foundation upon 
which all decisions for the tax group are based and be 
referenced when the tax group implements policies and 
procedures. The AICPA Tax Practice Quality Control Guide is 
based on the AICPA Statements on Quality Control Standards 
and contains the following six elements of QC: (1) leadership; 
(2) ethical requirements; (3) client acceptance and 
continuance; (4) human resources; (5) engagement 
performance; and (6) monitoring. 


Policies and Procedures 

Unlike a QC manual that is more aspirational, policies and 
procedures are instructional in nature. Tax policies and 
procedures should delineate every step in preparing a tax 
return from receipt of the information to electronic filing. In 
addition, policies and procedures should address all tax 
services, including planning, research, and consulting. 


Voluntary Tax Practice Review 

A voluntary tax practice review is one method to monitor 
compliance with both a firm’s tax QC manual and its practices 
and procedures. In a two-person firm, one partner may review 
a select set of returns the other partner prepared and vice versa. 
Some firms may wish to work with a peer firm and review each 
other's practices. This protocol exposes both firms to different 
techniques for accomplishing the same tasks, some of which 
may be an improvement. In a large, multioffice firm, a QC 
team may visit various offices, selecting returns from each 
partner to review. 


Resources 
AICPA Tax Section members have access to the Tax Practice 
Quality Control Guide, which includes sample QC policies for a 
sole practitioner with limited staff, a firm without a structured 
tax department, and a firm with a structured tax department. 
Tax Section members also may access sample engagement 
letters. 

In addition, some professional liability insurers have tax QC 
manuals and sample engagement letters available to 
policyholders. 


LESSONS LEARNED 


In the claim scenario presented above, a QC breakdown 
occurred at every level. The managing partner set the tone at the 
top, sending the message that the firm valued new business over 
quality. The managing partner's highest priority was having a 
private-equity client by year end, not the “right” client. 

While the potential conflict of interest did not contribute to 
the claim, if it had been identified, steps should have been 
taken to reduce the potential for it to do so. Human resources 
for the firm generally verified the information on a new 
employee's résumé, but those steps were bypassed. 

Client acceptance procedures were also not observed. A 
background investigation of the client’s management should 
have revealed the organizer's history of operating Ponzi 
schemes and the fact that it selected a small firm without 
expertise in the client’s business to conduct an audit. In 
addition, an engagement letter was not issued. 

The engagement was not performed with professional 
competence, as required by Circular 230, Section 10.35, 
Competence. The preparer lacked relevant experience and was 
not adequately supervised. In addition, the new tax partner did 
not adequately review the return in light of the preparer’s 
inexperience, and the new tax partner’s work was not reviewed. 

An adequate review of the return should have prevented the 
tax partner from signing an inaccurate return, which included 
estimates and improperly allocated income. Finally, the firm 
did not have adequate procedures to ensure returns were not 
electronically filed without a signed authorization form. 

Appropriate monitoring of tax compliance processes may 
have identified these problems earlier, but the firm did not have 
a system in place. Firms that emphasize quality over realization 
are well-positioned in the event of a professional liability claim or 
investigation by the IRS Office of Professional Responsibility. 





Deborah K. Rood (deborah.rood@cna.com) is a risk control con- 
sulting director at CNA. 





Continental Casualty Co., one of the CNA insurance companies, is the 
underwriter of the AICPA Professional Liability Insurance Program. 
Aon Insurance Services, the National Program Administrator for the 
AICPA Professional Liability Program, is available at 800-221-3023 or 
visit Cpal.com. 

This article provides information, rather than advice or opinion. It 
is accurate to the best of the author’s knowledge as of the article date. 
This article should not be viewed as a substitute for recommendations 
of a retained professional. Such consultation is recommended in 
applying this material in any particular factual situations. 

Examples are for illustrative purposes only and not intended to 
establish any standards of care, serve as legal advice, or acknowledge 
any given factual situation is covered under any CNA insurance policy. 
The relevant insurance policy provides actual terms, coverages, 
amounts, conditions, and exclusions for an insured. 
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V Track labor unit data in the smallest 
increments practical. Fraudulent 
labor charges include overtime paid 
for regular time worked and charges 
for people who are not on the pay- 
roll. Individual fraudulent labor 
charges can add up, especially in a 
large organization, because more 
people are involved in incurring, ap- 
proving, and invoicing labor charges. 
Signs of potential tampering on paper 
time sheets include corrections, even 
if they are initialed; the use of correc- 
tion fluid; and entries made in a dif- 
ferent color of ink on the same day. 
Verify digital reports with the help of 
secondary or tertiary records—for ex- 
ample, a payroll master file that lists 
hire and termination dates of a ven- 
dor’s employees. 


WU Ask vendors to account in as much 
detail as practical for indirect 
charges and to submit source docu- 
mentation. Services resulting in indi- 
rect charges include professional and 
consulting fees and marketing and 
advertising expenses. These deliver- 
ables are often undefined, and it can 
be difficult to inventory them upon 
completion or to perform an analysis 
of the invoiced expenditures after the 
payment. To find potential over- 


CHECKLIST 


charges, reconcile a vendor's source 
documentation for expenses with the 
vendor's bill. Start with vendors 
deemed most likely to be problemat- 
ic. To rank risks of vendors and class- 
es of indirect charges, follow a list of 
identifiable evaluation criteria, such 
as where the vendor is domiciled, 
what the dollar amount of an indirect 
expense is, or how long a vendor has 
been providing services. Work from 
top to bottom of the risk ranking step 
by step, and use the results to help 
establish a robust supplier evaluation 
framework that can be fine-tuned. 


WV Understand the formula a vendor 
uses to allocate charges for services 
you share with others. Such charges 
include a vendor's overhead or fees 
for storage space in a vendor’s ware- 
house. These charges should be writ- 
ten in the contract. Verify the formula 
with the vendor and estimate what 
your share or allocation should be. If 
your estimate is much lower than the 
actual bill, take the potential over- 
charge to the vendor and negotiate a 
settlement. 


Define clearly what is “cost” in cost- 
plus contracts with vendors. This can 
limit inflated bills under cost-plus 





Monitoring Fraud Risks 
in the Supply Chain 


Nearly onethird of about 2600 supply chain professionals 
said their companies experienced supply chain fraud, waste, 
or abuse the previous year, but only 40% had a program in 
place to detect or prevent these issues, according toa 2014 
Deloitte poll. Mark Pearson, who works in supply chain foren- 
sics for Deloitte,explains how companies can probe one of the 


top risks—third party expense categories—and avoid overpaying: 


agreements, which tend to set charges 
at a vendor's cost plus a certain per- 
centage. Aim for contract require- 
ments that include documentation 

to verify defined ingredients of cost, 
especially with vendors identified 

as high-risk in the evaluation frame- 
work. 


V Ask vendors to provide documents 
that back up their costs from out- 
sourcing part of the job to a subcon- 
tractor. Third-party passthrough 
charges can add up in a supply chain, 
especially when subcontractors hold 
a partial ownership interest or anoth- 
er undisclosed relationship with a 
primary vendor, creating a potential 
conflict of interest if the primary ven- 
dor doesn’t closely monitor the provi- 
sion of the goods or services. 


V Take an especially close look at one- 
time suppliers, even if they were 
procured properly. Use public 
records to verify the vendors’ legiti- 
macy and identify their officers, own- 
ers, and registered agents. Also, 
compare the charges with those of 
key vendors in the industry. 


—By Sabine Vollmer (svollmer@aicpa.org), 
a JofA senior editor. 
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How to Make 
Flexible Working Work 


RETENTION TECHNIQUE 
Joel Reichbart, CPA, a regional finance director at Hilton 
Worldwide, agrees that saving office space by allowing staff to 
work remotely is an advantage. Yet, remote working has an 
even more important factor in its favor: “It allows us to keep 
good people and avoid having them leave for other compa- 
nies,” he said. “So, as long as the work can be done 
remotely, we benefit by having their talent. 
“I believe one of the most important 
reasons to support telecommuting is that 
we, as companies, continually ask more 
and more of our employees,” he said. 
“Due to the fast-paced environments 
in many companies, employees are 
[sometimes] expected to be 
available to answer questions or 
assist, and many do connect to 
email, even when on vacation. 
They're there when we need them, 
and we should support them when 
they need to have flexibility, which 
telecommuting does,” Reichbart said. 
Hilton requires some employees to keep 
their phones on at all hours, he said. And 
while the company does not require that employees | 
keep their mobile devices on when on vacation, many of his 
team members choose to make themselves available due to the 
24-hour nature of the hotel business. “And we are happy to 
support them when they need to have flexibility for better 
work/life balance,” Reichbart added. 


s work/life balance becomes a higher 

priority for professionals worldwide, more 

companies are offering staff the opportu- 
nity to work remotely. 



































Research commissioned by staffing firm Accountemps 
gathered the views of more than 2,100 U.S.-based 
CFOs and found that 36% said the number of 
remote working opportunities their 
organizations offered had increased over 
the past three years. 

Larger companies are leading the 
way in this regard. Of the respon- 
dents who work for organizations 
with more than 1,000 employees, 
68% said the number of opportu- 
nities to work remotely had 
increased. Overall, just 3% of those 
polled said their firm had scaled 
back flexible working options. 

From the employer's point of view, 
the potential benefits include higher 
morale and increased productivity. Thirty- 
five percent of those polled said that the main 
selling point of remote working options was that 
they improved morale and retention rates by promoting greater 
work/life balance among employees. To capitalize on this, the 
researchers recommend that companies that have flexible 
working policies actively promote them to both existing and 
prospective employees. 

For another 28% of respondents, increased productivity 
when staff members don’t have to spend valuable time and 
energy commuting was paramount. Meanwhile, the potential 
cost savings from reduced office space requirements topped the 
list of advantages for 15% of respondents. 








THEVALUEOF TRUST 

Brenda Morris, CPA, CGMA, who has served as CFO of numer- 
ous retailers, believes that opportunities to work virtually or with 
a flexible schedule are best suited to high-trust environments and 








PHOTO BY NYUL/ISTOCK 





28 Journal of Accountancy April/May 2015 www.journalofaccountancy.com 


MANAGEMENT ACCOUNTING 


depend on employees’ knowing how to 
manage their roles appropriately. 

Establishing accountability and 
setting clearly defined expectations as to 
the amount of work to be generated is 
vital to making remote working a 
success, said Beth Nilsen, CPA, CGMA, 
the CFO of FKP Architects in Houston. 
The manager must then monitor that 
performance and provide feedback as to 
whether it meets expectations. 

The possibilities that remote workers 
will feel cut off from their colleagues and 
find it harder to become familiar with the 
organizational culture are among the 
commonly cited drawbacks. Collabora- 
tion can also suffer when employees don’t 
spend time at the organization’s main site. 

“It’s hard to fill the void of those 
unexpected interactions where someone 





VENTURE CAPITAL BOOMING AGAIN 


is getting a coffee or water or maybe 
taking a walk outside on your campus,” 
said Joe Michel, CPA, CGMA, vice 
president of financial planning and 
analysis at Constellation Brands. 

To bridge this gap, Morris brings key 
members of her team together in person 
once a quarter to discuss goals, priorities, 
and expectations. 

The potential for misunderstandings 
to arise is also higher when colleagues 
are not based in the same location. 

“There’s a real danger with email, 
instant messaging, and such that you're 
misinterpreted, because the recipient’s not 
hearing your vocal inflection. They're not 
hearing the delivery of the message,” 
Nilsen said. “So use the telephone to 
follow up, or as a precursor to, the 
message that you're about to send, and 


Also on cgmamagazine.org 


In Europe, salaries are expected to rise 3.1%, with an 


say, ‘Hey, this is what I’m intending. When 
you get the email, call me back, and let’s 
talk about it, let’s walk through it.’” 
The original version of this article is 
available at tinyurl.com/pdbagaqy. 
—Jack Hagel, editorial director 
CGMA Magazine 


VISIT CGMAMAGAZINE.ORG 


CGMA Magazine is published in 
conjunction with the Chartered 
Global Management Accountant 
designation, which was created 
through a partnership between the 
AICPA and CIMA. The magazine 
offers news and feature articles 
focused on elevating and emphasiz- 
ing management accounting issues. 





Venture capital deal activity in key markets soared in 2014 
and is projected to stay strong this year, according to EY 
trend reports. 

Last year, venture capitalists invested a total of $86.7 
billion in the United States, Canada, Europe, China, Israel, 
and India—more than in any year since the height of the 
dot-com bubble in 2000. EY also reported a rise in initial 
public offerings and mergers and acquisitions—two 
traditional exits that allow venture capital investors to reap 
the rewards from previous deals. 

“Improving macroeconomic conditions underpinned 
investor confidence and fueled an active exit and positive 
fundraising environment, which supported the increase in 
global VC activity in 2014,” EY’s 2014 Venture Capital 
Review stated. 

The full article is available at tinyurl.com/q4htf2p. 


INFLATION HURTS GLOBAL PAY INCREASES 
While pay is projected to rise globally at a higher rate than 
last year, the increase is overshadowed by inflation in 
emerging markets that is cutting into real wages. 

That’s according to management consultancy firm Hay 
Group’s annual salary forecast for 2015, which shows 
projected global wage growth of 5.4%, compared with 
5.2% for 2014. 
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inflation-adjusted real wage growth of 1.6%. In the United 
States, salaries are projected to rise 3%, according to Hay 
Group’s research, but with inflation of 2%, the real wage 
growth will be 1%. 

The full article is available at tinyurl.com/qeu2dhg. 


REVENUE RECOGNITION CONCERNS 
FINANCE EXECUTIVES 

As FASB and the International Accounting Standards Board 
continue to discuss proposals for clarifying their new, 
converged standard on revenue recognition, KPMG has 
found that a majority of companies (64%) remain unsettled 
on how they would adopt the standard. 

Nearly one-third of the corporate finance executives 
surveyed by KPMG listed revenue recognition implementa- 
tion as their top concern for year-end reporting. And the 
specter of future regulations is a top compliance concern for 
more than half of the respondents in a poll of 450 financial 
reporting executives at an annual KPMG symposium in 
December. 

In addition to the nearly 51% who cited future regula- 
tion as a compliance concern, 22% cited tax compliance, 
16% cited navigation of current regulatory compliance, and 
11% cited data infiltration and IT security as top concerns. 

The full article is available at tinyurl.com/o6mryzk. 
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Will Simpler 
ft Also Be Better? 


7 ways reduced complexity will affect 
the financial reporting world 


by Maria L. Murphy, CPA 
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t should be no surprise that accounting standards have become 

more complex over the years. Transactions have become increas- 

ingly challenging as new products and services emerge and finan- 
cial instruments become more complicated in a global economy. 
Meanwhile, financial statement users’ demands for more information 
in a more timely fashion have caused standard setters to create more 
disclosure requirements to provide additional transparency. As the 
amount of information in financial statements has grown, “simplifi- 
cation” and “reducing complexity” have become themes in recent years 
for regulators and accounting standard setters. 


Standard setters and regulators are acute- 
ly aware that investors can be confused 
and preparers overwhelmed by the com- 
plexity of accounting standards and by the 
content and volume of information pre- 
sented in financial statements. FASB, the 
International Accounting Standards Board, 
and the SEC all have ongoing projects 
related to simplification and reducing dis- 


Be Ready to Simplify 


closure overload (see the sidebar “The 
Pursuit of Simplification”). The Financial 
Accounting Foundation’s Private Com- 
pany Council (PCC) has been working to 
modify GAAP for private companies to 
reduce unnecessary complexity, and the 
AICPA’s Financial Reporting Framework 
for Small- and Medium-Sized Entities 
(FRF for SMEs) has been designed to give 


As regulators and standard setters work to simplify rules, preparers and audi- 


tors can prepare themselves by: 





™ Being aware of emerging GAAP and financial reporting developments, 


along with what's going on in private company accounting, including 
the Financial Reporting Framework for Small- and Medium-Sized Enti- 
ties (FRF for SMEs), and changes that the Financial Accounting Founda- 
tion’s Private Company Council is developing. 

® Not getting caught by surprise. Watch the timing of pending literature, 
as certain standards can be adopted early or may affect prior-year finan- 
cial statements. Early adoption might be risky. Evaluate whether these 
standards work for your company, and discuss them with primary users 
of your financial statements in advance. 

m Auditors: Becoming knowledgeable and able to discuss the standards 


with clients. 


lm Preparers: Taking a fresh look at the notes to financial statements each 
year to make sure they are still relevant and comply with disclosure re- 
quirements. Then assess them from an operational and investor perspec- 
tive to ensure they are useful and clear. 

m Auditors: When reviewing disclosures, thinking not only about the rules 
but about what FASB intended the rules to disclose. 

m Getting more involved with simplification initiatives. Read more. Choose 
continuing education in these areas. Get involved with professional or- 
ganizations such as the AICPA. Volunteer to give back to the profession, 
and it will also help you to stay current on emerging developments in 


GAAP and financial reporting. 
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preparers a simple, cost-effective way to 
present non-GAAP financial statements. 
“Complexity in accounting is costly for 
both investors and companies,” FASB 
Chairman Russell Golden said in Decem- 
ber at the AICPA Conference on Current 
SEC and PCAOB Developments. “For in- 
vestors, overly complex financial reports 
often obscure important information they 
need to make sound capital allocation 
decisions. For preparers, a complicated, 
unclear, hard-to-understand standard 
obscures its meaning. And even when an 
accounting treatment is clear, applying it 
can be lengthy, difficult, and expensive.” 
Any relief from complexity can make 
a difference. Company executives and fi- 
nance teams often complain about reg- 
ulatory overload. Sixty percent of CPA 
executives participating in an AICPA Busi- 
ness and Industry Economic Outlook Sur- 
vey in 2013 said their current employees 
had been required to produce more or 
work more hours over the previous five 
years as a result of increased regulatory 
pressures. Simplified accounting stan- 
dards can help lessen the burden on fi- 
nance staffs that are busy with reporting, 
strategic, and compliance responsibilities. 
The effort to reduce complexity is not 
without challenges, though. In some cases, 
organizational resistance to change can 
make any significant alteration to appli- 
cation of accounting standards a difficult 
proposition. The time and cost required to 
make changes, including implementation 
efforts and educating staff, management, 
and boards, may not be perceived to be 
worth the benefit (see the sidebar “Be Ready 
to Simplify”). In circumstances where, for 
instance, FASB has given private companies 
optional GAAP alternatives, companies and 
their CPAs may need to clearly explore the 
benefits and costs of each option. And at 
least some of the PCC-originated GAAP al- 
ternatives for private companies may not be 
advisable for entities that may go public or 
be acquired by a public company in the fu- 
ture. In those cases, it may be necessary to 
undo the election of the alternative, which 
could more than offset any savings the al- 
ternative provided in the first place. 
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Preparers and auditors in some cases 
also may find security in following com- 
plex disclosure rules to the letter, partic- 
ularly in a public company setting subject 
to regulatory review. This may be true 
even if some of these rules may result in 
boilerplate disclosures that significantly 
lengthen financial statements with little 
benefit to financial statement users. 

Users of financial statements also may 
object to simplification in some cases, al- 
though standard setters and regulators are 
being careful to eliminate complexity in a 
way that will minimize loss of information 
that may be meaningful to users. And al- 
though FASB has moved forward with 
GAAP options that are strictly for private 
companies, there may always be dissenters 
with concerns that this creates a “two- 
GAAP” system that promotes simplicity at 
the expense of comparability. 

Despite all these challenges, attempts 
to reduce complexity continue because 
many in the financial reporting arena be- 
lieve the benefits of simplicity can be nu- 
merous. Here are seven impacts that 
experts foresee—or already are experi- 
encing—in the financial reporting realm. 


1. Preparers May Benefit From 
Simplicity 

Some financial statement preparers say 
they see disclosure simplification efforts as 
a positive change. 

“Nobody likes change for change’s 
sake,” said Chris Rogers, CPA, CGMA, the 
CFO of New Jersey software developer In- 
fragistics Inc. “But if it adds to the ability 


to make informed financial decisions and 
makes my life easier, then I support it.” 
David Duckwitz, CPA, director of qual- 
ity control for RubinBrown, said: “FASB 
has done a good job of balancing inter- 
ested parties’ perspectives. Users always 
want more, so it is a tricky endeavor.” 


2. Cost Savings for Private 
Companies 
Reducing complexity and increasing dis- 
closure effectiveness should result in fi- 
nancial reporting that is simpler and less 
costly. This is especially true for private 
companies. Rogers, who served on FASB’s 
former Private Company Financial Re- 
porting Committee, believes FASB has al- 
ready made meaningful accomplishments 
by adopting GAAP changes that simplified 
accounting and disclosures for private 
companies through the work of the PCC. 
“The reporting requirements and cost/ben- 
efit analysis are radically different for pri- 
vate versus public companies,” he said. 
Users’ needs are different for each re- 
porting company, and user demands have 
required preparers to disclose more infor- 
mation in different formats than they need 
to run their business—and more infor- 
mation than even GAAP requires. Rogers 
said the PCC’s accounting and disclosure 
simplifications for private companies 


make sense because private companies are’ 


more transparent to their financial state- 
ment users. 

“A private company can tell its bankers 
things that a public company cannot, or 
can provide information in a more mean- 





ingful way, like by giving them a schedule 
and walking them through it,” he said. “... 
Audited financial statements of private 
companies should include a statement: 
‘Additional information requests should be 
directed to [name].’” 


3. More Effective Public Company 
Disclosures 
The impact of the new initiatives for pub- 
lic companies is related to improving dis- 
closure effectiveness. Susan Callahan, CPA, 
director, Americas Accounting and Glob- 
al Accounting Policy at Ford Motor Co., 
said that what investors find useful may 
not always be the same as what is required. 
“Our objective, in addition to compli- 
ance, is to disclose what is relevant for in- 
vestors to make decisions,” she said. “Our 
investors will often ask questions about 
the business, and over the years and when 
appropriate, we have responded by mod- 
ifying our disclosures to present the in- 
formation they are requesting. This may 
not always cleanly align with what the 
standards require. We often find ourselves 
challenged in balancing our disclosures 
between what is required and what is rel- 
evant for the users, particularly when ei- 
ther the disclosure is for something that 
is immaterial, or when the volume or con- 
tent of the required disclosure could ob- 
fuscate the important information.” 
Callahan supports a global alignment of 
financial reporting standards because she 
believes consistency in financial account- 
ing standards will help eliminate unneces- 
sary complexity for global companies. She 


EXECUTIVE SUMMARY 


@ Standard setters and regula- 
tors recognize that complexity 
in accounting standards is 
leading to confusion among 
financial statement users while 
unnecessarily burdening financial 
statement preparers. Various 
initiatives aimed at simplifying ac- 
counting standards and financial 


reporting have been designed to 
reduce this complexity. 

& Simplification efforts may 
benefit financial statement pre- 
parers. These changes will re- 
duce costs for private companies, 
lead to more effective disclosures 


for public companies, and allow 
for a redeployment of finance 
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resources to areas that can add 
value to organizations. 

& The changes are coming 
quickly from multiple sources. 
Preparers and auditors need to 
stay informed to take advantage 
of opportunities for simplification 
that can help them and their 
clients. 


Maria L. Murphy (emailmaria 
murphy@gmail.com) is a freelance 
writer based in Wilmington, N.C. 


To comment on this article or to 

suggest an idea for another arti- 
cle, contact Ken Tysiac, editorial 
director, at ktysiac@aicpa.org or 
919-402-2112. 
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complexity. 


dards. 


suggests that financial reporting should 
provide management with discretion for 
how to present the disclosures, unlike 
those standards that mandate not only the 
content but also the format. “Companies 
should at least have the discretion to de- 
cide whether a table is more or less useful 
than a narrative in order to comply with 
disclosure requirements,” she said. 


4. Redeployment of Finance 
Resources 

Reducing the level of complexity and re- 
porting requirements may result in cost 


The Pursuit of Simplification 


Regulators and standard setters are pursuing initiatives to simplify financial 
statement preparation and improve financial reporting. These include: 
FASB: The Disclosure Framework Project's objective is “to improve effec- 
tiveness of disclosures in notes to financial statements by clearly communicat- 
ing information that is most important to users of each entity’s financial 
statements.” Part of this project is development of a framework for the board's 
decision-making process while creating new standards and evaluating existing 
disclosure requirements. In June 2014, FASB launched a Simplification Initia- 
tive, identifying narrow-scope disclosure projects that the board can deliber- 
ate on to reach quick conclusions about changes that will reduce cost and 





PCC: The Financial Accounting Foundation’s Private Company Council, 
created in 2012, determines when modifications to GAAP are needed for pri- 
vate companies to simplify accounting in complex areas, and proposes new 
GAAP alternatives (subject to FASB approval) that private companies can 
choose to adopt. It also advocates for private company interests in FASB stan- 


FRE for SMEs: The Financial Reporting Framework for Small- and Medi- 
um-Sized Entities, developed by the AICPA and released in 2013, is a non- 
GAAP special-purpose reporting framework that certain qualifying privately 
held companies may choose to use to simplify their accounting and reporting. 

SEC: The SEC staff recommended in December 2013 that the commission 
undertake a comprehensive review of current SEC disclosure requirements as 
a starting point for overall disclosure simplification and effectiveness for all 
public companies. The intent of the SEC’s Disclosure Effectiveness project is 
to make disclosures less costly for preparers and more useful for investors. 

IASB: The International Accounting Standards Board began a broad initia- 
tive in December 2012 to explore how disclosures in IFRS reporting can be 
improved and simplified. There are a number of projects and proposed 
amendments to existing standards included in the initiative. Amendments is- 
sued in December 2014 emphasize the importance of materiality and state 
that preparers should use professional judgment in determining the location 
and order of information in disclosures. 


savings through efficiencies and reduction 
in required numbers of personnel. But the 
more likely outcome, experts say, is a re- 
deployment of resources to improve the 
quality of reporting or to address other 
business needs. 

“Every dollar spent in finance is a reg- 
ulatory cost,” Rogers said. “But finance 
staff can partner within their organiza- 
tions or with customers to make better 
business decisions, or pair up with in- 
formation technology to fix systems or get 
real financial information to decision- 
makers. Junior accountants can be made 


into analysts to provide insight into other 
areas, like marketing, to improve ROI.” 

Callahan agrees that simplification will 
have an impact on preparer resources and 
the quality of the disclosures. 

“Once reporting is simplified and the 
disclosure processes have settled down, 
people should be freed up for more strate- 
gic thinking and analysis,” she said. “And 
the more we embrace principles-based, 
global standards, like the new revenue 
standard, we should replace time spent on 
disclosure compliance with time better 
spent on upfront analysis, documentation, 
and even more effective disclosures.” 


5. Minimal Changes for Auditors 
and Fees 

Callahan does not believe that audit fees 
will be reduced in any significant way as 
a result of simplification, given new ac- 
counting standards, required audit docu- 
mentation, and additional pressures from 
regulators, including the PCAOB. 

Auditors say that applying private com- 
pany accounting changes more broadly to 
simplify accounting for all companies is a 
positive development. Many companies 
had trouble with complex GAAP in areas 
such as impairment of goodwill and in- 
tangible assets, fair value, derivatives and 
hedging, and consolidation of variable-in- 
terest entities. These challenges resulted in 
difficult audit issues as well, and the time 
spent by all did not always result in fi- 
nancial information that was meaningful 
or useful to the users of those financial 
statements. Simplification in these areas of 
accounting should result in overall time 
and cost savings. 

Accountants in public practice have an 
interest in simplification efforts because of 
the effect on their clients, firms, and staffs. 
This impact will depend on the types of 
clients in their practice and whether they 
include private companies eligible to use 
different frameworks. In general, small 
business clients stand to gain the most, 
but the audit workload isn’t expected to 
decrease significantly. 

“PCC changes within GAAP are going 
to catch on and will be beneficial to small 


ee 
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businesses that are unnecessarily impact- 
ed by complex standards,” said Harold L. 
Monk Jr., CPA, a partner with Carr, Riggs 
& Ingram. “For accounting firms, this 
may ultimately result in some decrease in 
time spent on engagements, but I don’t 
think the change will be so noticeable or 
extensive that it will impact gross rev- 
enues. It will just mean that we will be 
able to get jobs done more timely with 
some increase in margins.” 

Duckwitz believes that the private com- 
pany initiatives will provide some relief 


Duckwitz said. 

“Particularly in the area of FRF for 
SMEs, where preparers and users may be 
confused about the framework, CPAs can 
explain the differences upfront and why it 
may be a good fit, because it helps to elim- 
inate some GAAP complexities,” he said. 

Monk said more education for clients 
and their financial institutions about FRF 
for SMEs, so that they understand this 
basis as well as they understand the cash 
or tax basis, would likely lead to wider use 
of this framework. 


Some experts say that simplification could allow a 
redeployment of finance resources to improve the 
quality of reporting or to address other business needs. 


and be welcomed by companies and their 
auditors, but he does not expect them to 
cause a major change for RubinBrown or 
its clients. 

“For most middle-market companies, 
the relief areas are narrow in scope, so I 
don’t think we will see a massive amount 
of relief for finance staffs,” he said. “We 
don’t expect a major change in our busi- 
ness or workload, as it is a relatively small 
piece of our overall engagements.” 


6. New Education and 
Communication 

Firms may have to address new and dif- 
ferent available frameworks and standards 
in their training, procedures, and quality 
control. 

“In firms with no centralized over- 
sight of rules or system for dealing with 
new literature, like a national office stan- 
dards group, new reporting models have 
the potential to be more challenging,” 
Duckwitz said. 

It is important for CPAs to commu- 
nicate with their clients about the new 
simplified frameworks that exist. Small- 
er companies may not be aware of op- 
tions that are available to them and that 
would benefit their financial statement 


users, because they may not allocate re- 
sources to following emerging standards, 


“These changes can be beneficial to 
small businesses if they understand them,” 


he said. 


7. Obstacles Will Remain—and 
Emerge 

While there is much going on to make fi- 
nancial reporting simpler, new standards 
on revenue recognition and leasing will 
add accounting complexity during im- 
plementation, as well as new disclosure 
requirements. The impact of such new 
standards intended to simplify accounting 
and improve consistency of financial re- 
porting will need to be assessed over time 
as implementation and disclosure issues 
are addressed. 

A challenge to companies that want to 
streamline their disclosures and remove 
information is their audit firm’s risk man- 
agement and preference for more disclo- 
sure and reluctance to remove previously 
reported information. It may be easier for 
auditors to document companies’ com- 
pliance with standards when more dis- 
closure is provided. This issue is more 
difficult for public company auditors sub- 
ject to PCAOB inspections. 

Standard setters and regulators are de- 
livering a clear message through their 
simplification initiatives that they believe 
consistent, relevant, effective financial in- 





formation is a goal with clear benefits to 
all. Preparers and auditors need to be vig- 
ilant in order to be prepared for the 
changes and take advantage of opportu- 
nities that simplification of standards 
may present. od 
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Experts explore what 
the next few years have 
in store for accounting 
technology. First of 
two parts. 


by Jeff Drew 


s it the end of an era if virtual- 
ly no one notices? 


That question seemed relevant last fall 
when IBM officially ended support for 
Lotus 1-2-3, which was once the world’s 
dominant spreadsheet program. Because 
Lotus was eclipsed by Excel long ago, its 
demise was barely noticed in accounting 
circles, where the spreadsheet application 
was once hailed as revolutionary. 

A few months after Lotus’s quiet good- 
bye, the JofA gathered three of the account- 
ing profession’s top technology experts for 
the publication’s annual technology round 
table. The experts—David Cieslak, J. Carl- 
ton Collins, and Rick Richardson—dis- 
cussed the current state of technology in the 
accounting profession, how they foresee 
technology evolving over the next few 
months and years, and what CPAs need to 
do to keep pace. 


Among the topics that sparked debate 
was the future of the spreadsheet. Could any 
current products relegate Excel to Lotus’s 
fate? Or will Microsoft’s ubiquitous spread- 
sheet application stand the test of time? 

Those questions are addressed in part 
1 of a two-part edited transcript of the con- 
versation. Part 2, which will appear in the 
June JofA, features an in-depth and im- 
passioned discussion about what the ex- 
perts see as a cybersecurity situation that 
could prove disastrous for CPAs and their 
employers and clients. 

The JofA interviewed the experts in a 
January conference call. Profiles of the pan- 
elists and the first part of the edited tran- 
script follow: 


THE PANELISTS 

@ David Cieslak, CPA/CITP CGMA, 
GSEC, principal and founder of Arxis 
Technology and a popular technology 
speaker known as Inspector Gadget. 
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@ J. Carlton Collins, CPA, the CEO of 
ASA Research and author of the JofA’s 
monthly Technology Q&A column. 

@ Rick Richardson, CPA/CITP, CGMA, 
founder and managing partner of 
Richardson Media & Technologies 
and a speaker on the future of tech- 
nology. 


What do you see as the future of the 
spreadsheet? 
Richardson: A product called Tableau. It’s 
not cheap—about $999 for a personal ver- 
sion. If you want it in a professional set- 
ting, it’s about $2,000, but it comes not 
only in a desktop but in server and online 
versions and offers data engine capabilities 
that we couldn’ get in a spreadsheet— 
with query capability, easy language de- 
velopment for problem-solution settings. 
It’s pretty slick. 

Microsoft offers an incredible product 
called Power BI as part of the Office 365 


TECHNOLOGY 


service—it’s a collaborative way to access 
reports from anywhere on any device. And 
BI has announced a whole new set of ca- 
pabilities for interactive charting and 
graphing, and visualizations for dynamic 
data that change on the fly as the user is 
looking at it. 

So some of those features are going to 
be even more important to us—like dash- 
boards and the ability to support other 
software-as-a-service (SaaS) kind of ap- 
plications like Salesforce or XenDesktop 
or even Microsoft’s own Dynamics CRM 
Online. 

The ability to have that functionality 
native ona tablet like an iPad becomes an 
incredible tool for the professional. It re- 
ally does move past that point of just the 
traditional spreadsheet rows and columns 
to a brand-new level of data analysis. 
Cieslak: One of the products we work 
with is Adaptive Insights, and it essential- 
ly positions itself as a replacement to the 
spreadsheet—a super spreadsheet if you 
will. It still uses the rows-and-columns 
paradigm, but it allows you to do high- 
powered financial modeling, financial re- 
porting, consolidations, budgets, and 
forecasting. 

With this approach, you're leveraging 
people’s comfort and familiarity with 
spreadsheets but then saying, “Let’s bring 
some more horsepower to the mix.” It 
could be a SaaS-multitenant solution like 
Adaptive or Host Analytics or even an 
Excel-based add-on like BizNet, which is 
another product we’ve been working with 
and are very delighted with. It allows you 
to do a lot of heavy lifting quickly with- 
out having to become an Excel maven, and 
it helps you get a lot more out of the par- 
adigm without requiring that you spend 
hours and days and weeks becoming a 
spreadsheet guru. 


Carlton, as an Excel guru, how do you see 
this evolution happening? 

Collins: 1 predict that CPAs will still be 
using Excel 100 years from now. The prod- 
uct’s utility will simply live on forever. Of 
course, Excel will continue to improve, as 
evidenced by the new business intelligence 


capabilities of Excel 2013/365, which in- 
clude Power Map (see “Technology 
Q&A,” JofA, Dec. 2014, page 78) and 
Power View. Not only do these new tools 
enable CPAs to plot data on charts and 
maps and then set that data in motion, 
they also enable CPAs to produce and 
share videos of this data, which I think will 
be a future trend—just as a picture is 
worth 1,000 words, putting data into mo- 
tion and animating that data on a map will 
be worth 10,000 words. 


On the hardware gadget side, David, you 
have talked about wanting to make your 
computer bag thinner. Can you project out 
to later this year, and then maybe out three 
years? How small can you get that bag? 
Cieslak: | like hybrid tablets such as the 
Microsoft Surface Pro 3. It’s actually both 
a tablet as well as a desktop replacement. 
There’s still going to be a role for a desk- 
top computing device. We want lots of 
screens and screen real estate so we can 
view as much data as possible, and I don’t 
see that need ever going away. But it would 
be nice for that device to be same one that 
you can grab and go with. We’re seeing a 
lot of people picking up 13-inch hybrid 
tablets to function as a tablet as well as a 
desktop replacement and really enjoying 
the experience, so I like that notion. 

I’m excited about the potential of the 
new Intel Core M processors. These units 
use a new manufacturing technique, re- 
sulting in smaller, thinner, and cooler 
processors. And because Core M CPUs 
won't require a fan, devices should run 
longer, too. I really look forward to seeing 
what the next generation of computing de- 
vices are. 

I believe there is going to be continued 
movement toward fewer devices. So, much 
like the smartphones helped us get rid of 
a lot of other devices, I’m looking for the 
next generation of tablets to maybe for- 
mally start to eliminate a true laptop for 
the end user. 

Along those lines, there are new power 
solutions coming, so devices can run longer 
on a single charge—maybe even all day. 
Even the power adapters themselves are 
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shrinking in size. So any-and-all-things 
tablets just reduce the weight of what we’re 
carrying around as well as continue to help 
make it very much a grab-and-go experi- 
ence where there’s not a whole lot of time 
undocking and redocking the devices. I 
should just be able to drop the device on 
the desk, and all of the sudden it recognizes 
where I am and reconnects with the mon- 
itor and so forth. I think we're going to see 
more innovation on that front as well. 
Collins: | disagree with David about desk- 
top computers being unnecessary. I have a 
couple of Ultrabook-class laptop computers, 
a Microsoft Surface Pro, an iPad, and a 
smartphone, but I generally don’t use these 
devices to get the bulk of my work done. | 
prefer to use my powerful desktop computer 
with 80 inches of monitors equipped with 
multiple scanners, printers, web cameras, a 
Blue Yeti microphone, an ergonomic key- 
board, and an executive leather chair. 


TECHNOLOGY 


ing data but not so great for getting work 
done. Instead of tablets, I think CPAs 
would be better off carrying an Ultrabook- 
type device, which is basically a larger 
tablet with a built-in keyboard, as these de- 
vices give you both the simplicity of a 
tablet and the power of a laptop combined. 

As for the CPA’s tool bag, I prefer to 
equip my staff with a powerful smart- 
phone with multiple recharging cables so 
they can recharge anywhere, and maybe an 
earpiece for their headset so they can com- 
municate hands-free. I like my staff to 
carry some type of external drive device, 
but not a thumb drive. SD cards are bet- 
ter than thumb drives because they don’t 
have to be removed from the mobile de- 
vice when transporting them—just leave 
them plugged in to keep track of them 
more easily. In addition, I like my staff to 
carry a one terabyte or larger USB drive so 
they can grab volumes of data from clients, 


“I'm looking for the next generation of tablets 
to maybe formally start to eliminate a 


true laptop’ —David Cieslak 


The comfort of this “command center” 
enables me to work productively all day; 
I'm not nearly as productive when using 
my less-ergonomic mobile devices. With 
those, your neck has to crane down to look 
at the device, and that’s not healthy for 
your posture. Your monitor should be at 
eye level so your spinal column supports 
the weight of your head. In addition, | pre- 
fer to use a mouse, not a touchpad, be- 
cause I’ve found the mouse to be a quicker 
and more versatile input device. 

For these reasons, I believe the desk- 
top computer still plays a significant role 
for CPAs, particularly those who crunch 
and create data. In contrast, if you’re an ex- 
ecutive CPA who really doesn’t crunch the 
data and all you need to do is consume the 
data, then these mobile devices may be all 
you need. Further, I think tablet devices 
have been a fad that are on the way out for 
a lot of CPAs. They’re great for consum- 
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if necessary. | also prefer my employees to 
drive automobiles equipped with Blue- 
tooth hands-free phone capabilities and a 
GPS mapping guidance system. This last 
gadget may sound a little extravagant, but 
it makes me far more productive, so I 
know it would make my employees more 
productive as well. 

Richardson: | do different work when ’m 
on the road than | do when I’m sitting at 
my desktop. So to say I need a computer 
that can replace my desktop and my lap- 
top doesn’t make sense for me because the 
kind of work I do is different. 

For me, a tablet with a detachable key- 
board is a perfect alternative because | am 
consuming more when I’m on the road 
than I am creating. It’s only those times 
when | know I'm going to be at a client’s 
site for a long period of time that I want 
to make sure I have something robust 
enough to really get some of the things that 





I normally do in the office while I'm at the 
client’s location or at the hotel. In those 
cases, it’s almost certainly going to be a lap- 
top with enough functionality and size to 
be able to get the things done I need to do. 

The tablet has changed the way I read. 
It's something that I spend three hours 
with every night because it’s far easier for 
me to manage my overall reading process 
for all of the research that I do than it is 
with either a laptop or a desktop. 

So, for me, having a laptop that’s got a 
detachable keyboard makes a lot more 
sense. I think the smartphones are going to 
just continue to get better and better, and 
I'm going to have one of those in my bag. 

One other thing that just came out— 
or that I just got a chance to see—is a new 
set of lithium ion disposables that are lit- 
tle cubes done in cardboard, and they’re 
very lightweight. You tear one or two off— 
they can either be a two-, four-, or six-hour 
variety—and you plug them into the bot- 
tom of your phone. 

The value to me is that you can put 10 
or 20 in your bag and you've increased the 
total weight by about 3 ounces because 
they’re very light and they're very adaptable. 
So from a weight perspective, I like it a lot, 
and I like that I can just plug in one of these 
things and not have to worry about find- 
ing a wall outlet until I get to the hotel. 


What are you most excited about for the 
next 12 months? 
Collins: In January, Microsoft launched a 
new business and public tool called Mi- 
crosoft Delve, and it’s included with select 
Office 365 Business plans. Delve utilizes a 
machine-learning tool to map relationships 
between people, conversations, calendars, 
emails, email attachments, SharePoint 
business files, OneDrive files, mobile device 
files, pictures, and videos—all in an effort 
to automatically organize your data across 
your many platforms. This technology 
pulls everything together so you don’t have 
to search so hard for your data (see “Tech- 
nology Q&A: Delve Into This,” page 119). 
A lot of people are predicting that wear- 
ables are going to become the big rage, but 
I think we've already been down the small- 
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as-possible smartphone path only to re- 
turn to larger smartphones. I predict that 
while wearable devices with Hello Kitty 
logos may be a big hit in middle school, 
most professionals will forgo wearables in 
lieu of lighter versions of today’s larger-size 
smartphones—at least until the lapel-pin- 
size communicators featured in Star Trek 
become a reality. 


David, I know you love your Pebble Steel. 
Do you want to comment? 

Cieslak: Yeah, it’s so funny because, as I’m 
listening to Carlton, I’m looking at my Peb- 
ble and thinking about how much I appre- 
ciate its notification capabilities throughout 
the day. 

[ll just use a few examples. When I’m 
traveling, my smartwatch notifies me of a 
delay in my flight, and I’m not always hav- 
ing to fish for my phone because I think I 
just heard a notification ping off. Or I get a 
text from my spouse, but I’m in a meeting; 
Ican just look down at my watch and think, 
“OK, I'll give her a call at the next break.” 

I have Apple Pay configured on my 

iPhone, and so every time my credit card 
gets used, I get a notification on my wrist 
on my Pebble smartwatch. It’s about un- 
derstanding what information to send to 
the user’s wrist, and not overplaying it. So 
I like the smartwatch technology. It most 
certainly isn’t a replacement for a smart- 
phone, much like a tablet isn’t a replace- 
ment for a desktop experience. I just know 
how valuable it is for me. 
Richardson: | am an outright fan of Apple 
Pay. This whole idea of being able to not 
have your credit card number go to a ven- 
dor when you pay for things—I think the 
more I can do it that way, the better I’m 
going to like it, and a smartwatch just 
makes it even more convenient. 

Having said that, two other things that 
I think are outside the bounds of public ac- 
counting but are part of the world we live 
in—one is 3-D printing. Last year I fore- 
casted it would be a big thing, but princi- 
pally for manufacturing—for parts—and 
that whole renaissance happening in man- 
ufacturing. 

I have seen recently three or four arti- 
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cles on the use of 3-D printing for med- 
ical purposes. And there’s one in particu- 
lar where a baby was less than a week old 
and had a hole in her heart. The heart was 
so small it was almost impossible to figure 
out how to work on it. They ended up 
printing four versions of the heart so that 
the four surgeons who were going to work 
on the thing had something to practice on 
before they got in to do their work. It also 
cut the amount of time that the baby had 
to be under a general anesthetic from 11 
hours down to three hours. 

When things like that start happening 
and we start seeing the potential for other 
types of devices—medical devices being 
done as a result of using human tissue as 
part of the printing process—I think it’s 
going to be some pretty exciting stuff. 

Last but not least, I am waiting for the 
smart television. But, for me, the smart tel- 
evision has to really be smart. And what I 


mean by that is it’s got to take voice com- 
mands, it’s got to be such that I don’t have 
to worry about the six HDMI ports on the 
input process or how to get the audio sys- 
tem to tie in. 

It’s the one last place in the home where 
we've surrendered to a 56-button re- 
mote—three or four of them—or if we're 
even forward-looking, we get a Logitech 
Harmony [universal remote control], and 
we have it all on one 56-button remote. I 
want a one-button remote, and I want to 
just tell the thing what I want to do and 
have it get smart enough to realize what I 
like watching and start anticipating my 
needs. That’s probably two or three or 
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maybe even four years away. ~ 





Jeff Drew is aJofA senior editor. To comment 
on this article or to suggest an idea for another 
article, contact him at jdrew@aicpa.org or 
919-402-4056. 


AICPA RESOURCES 


JofA articles 

gw “The CPA Technology Gift Guide,’ Dec. 
2014, page 52 

g “Technology Q&A: Power Map,’ Dec. 
2014, page 78 


Go to journalofaccountancy.com to find 
past articles. 


Publication 

gw 70 Steps to a Digital Practice in the 
Cloud: New Levels of CPA Firm Work- 
flow Efficiency (#PTX1204P, paperback; 
#PTX1204E, ebook) 


CPE self-study 

w Advanced Excel: Practical Applications 
for the Accounting Professional 
(#745755, text; #163140, one-year on- 
line access) 

w Excel for Accounting and Finance Pro- 
fessionals: Level 1 (#746080, text) 

w Excel for Accounting and Finance Pro- 
fessionals: Level 2 (#746090, text) 

g Hosting in the Cloud (#BLI165030, 
one-year online access) 


Conferences 

g Practitioners Symposium and Tech+ 
Conference, June 7-10, Orlando, Fla. 

g Digital CPA Conference, Dec. 7-9, Las 
Vegas 


For more information or to make a pur- 
chase or register, go to cpa2biz.com or 
call the Institute at 888-777-7077. 


Information Management and Technology 
Assurance (IMTA) Section and CITP 
credential 

The Information Management and Tech- 
nology Assurance (IMTA) division serves 
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CPA. Then I pulled out his current year — 
return in my Lockhart folder.As 
I reviewed the return with him, 
he couldn't stop commenting 
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drian G. Simmons, CPA, 

would like to see the term 

“The Firm of the Future” 
become a thing of the past. 


“{It] is somewhat of a limiting term,” said 
Simmons, chief creative designer of a 
Maryland accounting firm and co-founder 
of the Thriveal Laboratory. “It presents the 
idea that there is a single model we are 
evolving to. We need to get rid of that idea. 
‘The Firm of the Future’ is really ‘Firms of 
the Future.’ ” 

That concept was at the heart of the first 
experiment conducted by the Thriveal Lab- 
oratory, which was created by Simmons and 
Jason M. Blumer, CPA, chief innovation of- 
ficer of Greenville, S.C.-based Blumer CPAs 
and founder of the Thriveal CPA network, 
a community of accountants pushing for 
creativity and change in the profession. 

The hypothesis of the first Thriveal 
Labs experiment was that “there will be 
multiple successful business models for ac- 
counting firms of the future.” To test that 
hypothesis, Thriveal assembled a team of 
six small firm leaders to prototype new 
business models for public accounting— 
a process that reinforced Simmons’ belief 
that the ability to develop and adapt busi- 
ness models will be a key differentiator 
among accounting firms in the near future. 

“Business model design is going to be- 
come a strategic skill that will become a 
competitive advantage,” Simmons said. 
“CPAs who have a comfort level playing 
with business models will be the ones 
who succeed.” 

While Thriveal uses the term business 
model to describe the prototypes outlined 
in the experiment report, the models pre- 
sented could also be adapted to lines of 
business within an existing firm. The tool 
used to develop the prototypes focuses on 
areas related to a line of business—cus- 
tomer segments and relationships, revenue 
streams, cost structure, and key partners, 
activities, and resources. It does not direct- 
ly address culture and talent, other areas 
identified by the AICPA Private Companies 
Practice Section as essential in developing 


www.journalofaccountancy.com 


PRACTICE MANAGEMENT 


accounting firm business models. In light 
of those definitions, this article uses the term 
lines of business in explaining the Thriveal 
prototyping process and examining a cou- 
ple of firms not associated with the Thriveal 
experiment that have found success exper- 
imenting with new business lines. 


THE FIRM OF THE FUTURE: 

A VALUE PROPOSITION 

Before you can relate the Thriveal experi- 
ment’s conclusions to your firm’s current 
situation, it helps to understand the con- 
text in which they were created. 

Ron Baker, founder of the VeraSage In- 
stitute and author of several books, in- 
cluding 2003’s The Firm of the Future: A 
Guide for Accountants, Lawyers, and Other 





ital of a firm’s knowledge workers, along 

with its social and structural capital, ef- 

fectiveness over efficiency, and value pric- 
ing over hourly billing.” 

In the past few years, Baker’s concepts 
have served as the foundation for a vision 
of the future of public accounting that 
thought leaders in the profession have em- 
braced and championed in books, articles, 
and conference sessions. Several variations 
of the vision exist, but most, if not all of 
them, attribute the following characteris- 
tics to the accounting firm business model 
of the future: 

B Because technological advances and 
market forces will continue to com- 
moditize core transactional accounting 
activities, including tax return prepa- 





Firms can use the value concept to ascertain which 
opportunities to pursue emul increasingly 
segmented marketplace. 





















Professional Services (co-authored by Paul 
Dunn), has largely popularized the con- 
cept of The Firm of the Future. Since then, 
Baker has emerged as the foremost pro- 
ponent of value pricing in the accounting 
profession, arguing that accounting firms 
should abandon the time sheet and instead 
price their services based on the value they 
create for the client—a concept he ex- 
plained in the November 2008 JofA arti- 
cle “The Firm of the Future” (page 68). 

Baker says today that he agrees with 
Simmons that there is not just one defin- 
itive business model for accounting firms 
in the future. Instead, Baker defines the 
term business model as “How your firm 
creates value for customers and how you 
capture that value.” 

Despite the book’s title, Baker says The 
Firm of the Future never argued that firms 
should adopt the same business model. 

“We didn’t use the term ‘business 
model in the book, as it wasn’t in the pop- 
ular lexicon back in 2003,” said Baker. 
“The book ... advocates leveraging knowl- 
edge, not time, including the human cap- 


ration, accounting firms must focus on 
becoming trusted advisers that provide 
their clients with the insight, analysis, 
and advice needed to make quick busi- 
ness decisions and develop long-term 
business strategies. 

m Because anytime, anywhere data access 
and advances in automation can make 
write-up work profitable, accounting 
firms can leverage client accounting and 
outsourced and/or fractional CFO/con- 
troller services as an avenue to build 
deeper relationships with clients, learn 
more about their business situations, 
and position themselves to provide 
proactive advice, helping to cement a 
role as the trusted business adviser (see 
“From ‘Write-Up’ to Right Profitable,” 
JofA, April 2013, page 24). 

lm Because increasing complexity will con- 

tinue to make business decisions more 

difficult to assess and execute, clients 
will increasingly seek advisers who have 
expertise in their industry. This means 
that accounting firms should focus on 
developing great depth of knowledge 
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in specific industry and subindustry 
verticals—specializing in, for example, 
not just restaurants but quick service 
chains. This approach is enhanced by 
the emergence of cloud and mobile 
technologies, which make data avail- 
able on an anywhere, anytime basis and 
create communication channels that 
eliminate most geographic barriers to 
doing business. This, in turn, allows 
firms of all sizes to add clients, em- 
ployees, and contractors in geograph- 
ically diverse locations. 

Because trusted adviser and client ac- 
counting services do not readily lend 
themselves to hourly pricing, value pric- 
ing will emerge as the primary method 
for setting client fees and delivering high- 
er profits, greater client satisfaction, and 
more growth opportunities for firms. 

It is against this backdrop that the 
Thriveal Laboratory launched its first 
experiment. 


PROTOTYPING NEW LINES OF 
BUSINESS 

Simmons sees value pricing as a tool that 
helps to develop firm business models. In 
his view, value pricing enables innovation 
and exploration. Firms can uncover new 
opportunities for clients by asking prob- 
ing, aspirational, open-ended questions 
about the client’s business that are de- 
signed to determine which services the 
client might want or need. Value-pricing 


@ “There will be multiple suc- 
cessful business models for 
accounting firms of the future.” 
The first experiment from Thriveal 


ing new ways of doing business. 
& Participants in the Thriveal 
experiment used “The Busi- 
ness Model Canvas” template, 


techniques then help the firm determine 
whether it can generate enough fees to 
make a profit on the engagement. 

Similarly, firms can use the value concept 
to ascertain which opportunities to pursue 
in an increasingly segmented marketplace. 
“There are so many things we can do,” Sim- 
mons said. “What the accountant of today 
is trying to answer is, ‘What should I do?’” 

To help with that process, the Thriveal 
Laboratory turned to the Business Model 
Canvas, a tool for visualizing and adapt- 
ing business models created by Alexander 
Osterwalder as part of his Ph.D. disserta- 
tion for Professor Yves Pigneur at the HEC 
Lausanne business school at the Univer- 
sity of Lausanne in Switzerland. The two 
explained the concept in the 2010 book 
Business Model Generation. 

For its experiment, the Thriveal Lab had 
the participating practitioners create types 
of accounting businesses using the canvas, 
which constructs and deconstructs business 
models using nine building blocks (down- 
load a PDF version of “The Business Model 
Canvas,” developed by the Business Model 
Foundry AG, with the online version of 
this article at journalofaccountancy.com/ 
models-of-success). At the center of the 
canvas is “Value Propositions,” where the 
prototype builder attempts to establish the 
reason for pursuing the business by an- 
swering questions related to the customer 
problems the line of business would solve 
and the value it would provide. 


EXECUTIVE SUMMARY 


different kinds of services. 

@ Initial meetings with clients 
play a key role in the success of 
engagements. By asking the 


WHAT THE EXPERIMENT 
PRODUCED 
What happens when an accounting firm 
uses the canvas to develop and assess po- 
tential lines of business? The Thriveal ex- 
periment participants brainstormed and 
created a number of business prototypes, 
six of which are profiled in the group’s first 
lab report (download a PDF version of the 
report from the online version of this arti- 
cle at journalofaccountancy.com/models- 
of-success). Here’s a quick look at two of 
those models (the rest can be viewed in the 
lab report PDF). 
= Middle-age children and their parents: As 
people age, they sometimes become 
less able to manage their affairs. In 
those situations, their children might 
want or need to help. An accounting 
firm could be specifically structured to 
serve that market and provide the fol- 
lowing value propositions: financial 
management for parents, tax prepara- 
tion and retirement planning services 
for the children, and networking with 
elder care resources to help children 
find the assistance they need to care for 
their parents. Targeting upper-middle- 
class children with aging parents, the 
firm could use electronic bill-paying 
software and set up a system for digi- 
tizing and automatically paying the par- 
ents’ bills, generating the added benefit 
of providing an online transaction his- 


tory for the children. In addition, the % 


specialization to offer consulting 
services to restaurants. Another 
firm, based in California and New 
York, bolstered its consulting of- 


Labs tested this hypothesis and 
prototyped new lines of business 
for accounting firms. 

@& “Business model design ... 
will become a competitive ad- 
vantage:’ Adrian G. Simmons, 
CPA, co-founder of Thriveal Labs, 
argues that the CPAs most likely 
to succeed are those skilled at and 
comfortable designing and deploy- 


developed by the Business 
Model Foundry AG. The template 
focuses on key components for 
success in a line of business. 

f Value pricing serves as a 
catalyst for many new busi- 
ness lines. The structure allows 
for more client contact and 
greater pricing flexibility than 
hourly billing, opening the door to 


right questions and listening, firms 
can understand the client's goals 
and objectives, making it possible 
for the sides to determine what 
success looks like—and how much 
the firm’s services should cost. 

@ Firms are experimenting and 
succeeding with new business 
approaches. A Michigan firm has 
leveraged value pricing and niche 


ferings with strategic advertising 
and marketing advice provided 
by the firm's recently hired mar- 
keting manager. 


Jeff Drew is a JofA senior editor. 
To comment on this article or to 
suggest an idea for another article, 
contact him at jdrew@aicpa.org or 
919-402-4056. 





ee Eee eee eee 
44 Journal of Accountancy April/May 2015 www. journalofaccountancy.com 










ea, gaa 


saa ‘agama? 


All the CPE You Need. 
The Way You Want It. 


Hundreds of quality courses allow you to select the specific 
topic you need, in the learning style you want. 


A&A ¢ Tax ¢ Audit Quality * Revenue Recognition 
Ethics ¢ Practice Management ¢ Peer Review ¢ More! 


Annual 


Unlimited access to CPE e ° 
Travel-free CPE e 6 
Quick, 1-hour sessions available @ ® 
Print CPE certificates on demand ® ® 
Expert-led sessions with O&A e 
No tests required ° 
24/7 access to earn CPE 8 
AICPA MEMBER AICPA MEMBER 
$549 $221 
A GREAT DEAL 
NONMEMBER NONMEMBER 
$659 $457 


annuaWebeastPass | CPExpress 


SUBSCRIBE TODAY 


® 
Sess 


| 888.777.7077 © Ney 





firm could partner with elder care at- 
torneys to provide additional services. 

®@ Solo international tax specialist: As more 
U.S. businesses and individuals pursue 
international opportunities, and more 
foreign investors move to the United 
States, CPA firms are increasingly run- 
ning into international tax returns, 
along with compliance and planning 
issues. In this model, a CPA with spe- 
cialized research tools and expertise in 
international tax accounting provides 
international tax services to account- 
ing firms. This CPA mitigates the risk 
for accounting firms’ encountering in- 
ternational tax issues with which they 
are not familiar and also handles the 
international tax work for the client 
firms, providing expertise and allow- 
ing the firms to provide additional 
value to their clients at a lower cost 
than hiring an international tax law 
specialist of their own. The outsourced 
international tax specialist uses video 
conferencing and secure document ex- 
change software to work with a select 
pool of accounting firms serving in- 
ternational executives or organizations 
with international business. The firms 
pay a fixed amount for annual access 
to the specialist. 


How IT WoRKSIN REAL LIFE 
While the Thriveal experiment involved 
brainstorming different business types, 
many firms are trying and succeeding 
with business line innovation and adap- 
tation. One example is Lord & Associates 
PC/CPAs, a 30-year-old Michigan firm 
that has been transformed in recent years. 

“The biggest change by far has been 
when we switched to value pricing,” said 
Corey Lord, CPA, CGMA, the firm’s chief 
innovation officer and “virtual CFO.” “I 
thought it made so much more sense than 
billing by the hour, and it opened up new 
avenues for different types of services for 
us to offer.” 

No longer worried about incurring ad- 
ditional fees under an hourly billing struc- 
ture, Lord’s clients began to contact the 
firm much more frequently with questions 


PRACTICE MANAGEMENT 


and ideas. These interactions led to Lord’s 
adding consulting to its list of services. 
That, in turn, led Lord to determine that 
it should offer consulting services in spe- 
cialized industries. 

“The one that we chose was restau- 
rants,” Lord said. “I’m a foodie, love food, 
love cooking. I used to work in restau- 
rants, so I really understood the process 
and, now that I know the financial end of 
it, it’s very beneficial for me to bring that 
extra expertise.” 

Lord also has experimented with dif- 
ferent pricing models. Lord refers to one 
of those as “pay what you want” pricing. 


things in common with traditional ac- 
counting firms. For example, most of its 
revenue continues to come from attest and 
tax work, though the firm is striving to 
more than double its revenue percentage 
from consulting, to 25%. In addition, the 
process it’s following to reach that goal 
dovetails nicely with the concepts of client 
interaction and business services evolution 
espoused by Simmons. 

Before signing on a new client, Short- 
sleeve likes to hold an initial meeting where 
he asks questions designed to help him un- 
derstand the client’s business and objec- 
tives. The key to this process is listening. 


The ability to create,evaluate, and adjust lines 
of business is poised to emerge as a key differentiator 
in the marketplace. 


“It’s basically value pricing without us 
actually saying anything about what we 
want for price,” he said. “One of our clients 
ended up paying us $500 more per month 
than I thought they were going to offer. My 
original proposal was less.” 

Another firm that has found success in 
developing new business lines is TYS, an 
accounting and advisory firm that offers 
a mix of attest, financial statement, income 
tax, bookkeeping, and consulting servic- 
es for clients in three main categories— 
closely held and family-owned businesses; 
construction companies; and individuals 
and families. The firm, with offices in San 
Ramon, Calif., and Fairport, N.Y., hasn’t 
used time sheets in years, said co-founder 
and partner Tim Shortsleeve, CPA/CITP 
Instead, TYS relies on value pricing as 
much as possible. 

In some ways, TYS resembles The Firm 
of the Future described in so many arti- 
cles and conference sessions. The firm 
leverages cloud-based software and au- 
tomation to profitably offer write-up and 
“virtual CFO” services. The firm also of- 
fers consulting services while serving as the 
trusted adviser. 

On the other hand, TYS still has some 


“It’s about two ears and one mouth and 
being curious,” Shortsleeve said. “It’s ask- 
ing questions. The numbers tell a little bit 
of a story, but what does success look like? 
What’s keeping you from getting there? 
Sometimes, clients know the answer, and 
sometimes they don't.” 

Shortsleeve often goes through a simi- 
lar process with existing clients, or he'll just 
call them with an idea. Because TYS does 
not bill by the hour, the clients don’t have 
to worry about incurring extra charges talk- 
ing about their business with the account- 
ing firm. Ultimately, the key is to find out 
the reasons driving the client’s decisions, 
performance, and goals. 

“There are two components: What does 
success look like? And what will it do to 
your business?” said Erin DiVincenzo, mar- 
keting manager for TYS and Ledgers Inc. 
“It all goes back to understanding why.” 

DiVincenzo joined TYS in 2013. The 
former owner of a marketing and adver- 
tising agency, and a former TYS client, Di- 
Vincenzo has helped to diversify her new 
employer's trusted adviser offerings. 

“When we do trusted adviser services 
for clients, we frequently discover they 
need help with their marketing strategy,” 





46 Journal of Accountancy April/May 2015 


www.journalofaccountancy.com 


PRACTICE MANAGEMENT —_— 


Shortsleeve said. At that point, DiVin- 
cenzo will step in to help the client de- 
velop and implement an advertising and 
marketing strategy. “She basically becomes 
the quarterback,” Shortsleeve said. “She 
will participate in the implementation, but 
she’s not the one executing it. She'll help 
them interview consultants, or if you hire 
someone to do the website or social 
media, she'll participate in that process.” 

With the addition of DiVincenzo, TYS 
boosted the scope of the consulting serv- 
ices it offers, creating extra value for 
clients, which translates into more revenue 
for TYS. This evolution of the firm’s serv- 
ice offerings took place organically but re- 
sulted from the firm’s asking questions of 
its clients and determining what services 
were most needed and valued. 

“Our purpose is to change people’s 
lives,” Shortsleeve said. “We can’t do that 
unless we participate in a deeper level 
than just the financial statement and tax 
returns.” 


THE FUTURE Is Now 

As the accounting profession continues to 
undergo unprecedented change, more and 
more firms will have to take a hard look 
at how and why they run their business. 
Firms will need to develop the skills to ac- 
curately assess market conditions, business 
opportunities, and their own operations 
and motivations. The ability to create, eval- 
uate, and adjust lines of business is poised 
to emerge as a key differentiator in the 
marketplace. 

The approach used in the Thriveal ex- 
periment is just one option for accounting 
firms looking to diversify—or even trans- 
form—their business. Firms have many 
options as they adjust to the needs of the 
marketplace. It’s a process that starts with 
a look inside the firm— its culture, talent, 
and goals. 

“Building the business model of the 
future has many elements, with client 
strategy being one component,” said 
Mark Koziel, CPA, CGMA, vice presi- 
dent—Firm Services & Global Alliances at 
the AICPA. “Other important factors to 
consider as you build your model would 


include firm structure, staffing, culture, 
and technology. Structure would be the 
optimum starting point to figure out 
what you want the firm to look like in 
five years and what you can do to remain 
relevant and competitive. Then figuring 
out who you want to serve, who will help 
you serve them, and how you will serve 
them rounds out the building of a full 


o, 


business model.” fo 
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w “Q8A: Should You Dump the Billable 
Hour?” Feb. 10, 2015, tinyurl.com/ 
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g “Pricing on Purpose: How to Implement 
Value Pricing in Your Firm? June 2009, 
page 62 

gw “The Firm of the Future” Nov. 2008, 
page 68. 
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Conference 
gw Practitioners Symposium and Tech+ 
Conference, June 7-10, Orlando, Fla. 


For more information or to make a purchase 
or register, go to cpa2biz.com or call the 
Institute at 888-777-7077. 


Private Companies Practice Section and 
Succession Planning Resource Center 
The Private Companies Practice Section 
(PCPS) is a voluntary firm membership 
section for CPAs that provides member 
firms with targeted practice management 
tools and resources, including the Succes- 
sion Planning Resource Center, as well as 
a strong, collective voice within the CPA 
profession. Visit the PCPS Firm Practice 
Center at aicpa.org/PCPS. 
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hen management at Hewlett-Packard Co. 

(HP) identified a concern related to the 

frequency and volume of manual journal 
entries, the company’s internal audit function initi- 
ated a dashboard to enable ongoing evaluations. 


HP adopted a continuous auditing and continuous monitoring 
approach to identify the root cause of such transactions and to 
enable better decisions through standardized entries made under 
improved controls. Various governance and compliance teams 
collaborated to design high-level analytics with drill-down ca- 
pabilities. They were able to identify and study trends, movements 
in the accounts, spikes of activity during the period, the nature 
of the entries, and the individuals who are posting entries. The 
success of the program, in collaboration with compliance func- 
tions and management, has prompted action to reduce the num- 
ber and risk of journal entries. 

“That’s one very simple step forward,” said Brad Ames, CPA, 
a director of internal audit for HP. 

In a business world where change occurs rapidly and organ- 
izations have access to a seemingly unlimited supply of data, com- 
panies want to act on data in real time. Organizations need to 
proactively anticipate and mitigate risks, and data analysis that 


enhances the control environment increasingly is becoming a part 
of that process. Jason Pett, CPA, the leader of PwC's internal audit 
practice, said internal auditors at leading companies are lever- 
aging data to drive everything they do. 

“How do we use data to drive our scoping decisions?” he said. 
“How do we use data to drive our risk assessment process? How 
do we use data to [help decide] which audits we should be doing? 
I think the use of data, leveraging data to totally transform how 
internal audit performs, is the story.” 

In this environment, continuous auditing and continuous 
monitoring are growing as tools for internal auditors to provide 
more value to their employers. In continuous auditing, the in- 
ternal audit staff uses technology to analyze data frequently for 
early identification of outliers. This helps internal audit focus its 
resources. Continuous monitoring differs slightly from continu- 
ous auditing. In continuous monitoring, analytics on key per- 
formance metrics are set up for management to review in real 
time and act on, when necessary. These methods can enhance 
the timely, ongoing review of financial data and internal control 
at an organization. 

According to the 2014 internal audit capabilities and needs 
survey conducted by consulting firm Protiviti, skills with com- 
puter-assisted audit tools and data analysis are the most-need- 
ed competencies in internal audit. These tools and technologies 
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support continuous monitoring and auditing activities. 

The highly regulated power and utilities industry is a leader 
in using forensic data analytics tools for continuous monitoring, 
according to a 2014 EY global survey report, Big Risks Require Big 
Data Thinking. A PwC survey report published in 2014 on the 
power and utilities industry, Empowering Business Agility: Strength- 
ening Internal Audit’s Impact and Value, found that continuous au- 
diting was rated as very important by 57% of chief audit 
executives, up from 31% in 2012. A 2013 PwC survey on that 
industry found that areas where continuous auditing was being 
used the most were: 

i Employee expense and procurement cards (72%). 
m Accounts payable, disbursement, purchasing, and other ex- 
penses (72%). 

m Journal-entry testing (40%). 

w Fraud audits (40%). 

= Supply chain and inventory (36%). 

® Payroll, overtime, and time reporting (20%). 

mi Operations analytics (20%). 

m Financial statement analytics (20%). 

“One of the biggest benefits ... is ongoing evaluations or an- 
alytics that shorten the time for getting management to respond 
to risk,” Ames said. “... As an audit department, you can be more 
persuasive and enable timely management actions through an- 





alytics much more quickly or much more efficiently than you 
could through an inspection-style audit.” 

HP has used continuous auditing and monitoring to make im- 
provements in several areas, including: 

Simplifying Sarbanes-Oxley Section 404 attestation around IT 
general controls and application IT controls. Benchmarking con- 
figurable automated controls to measure the timing and extent of 
change optimizes application control testing. The purpose is to track 
trends and compare changes with a predefined threshold to sustain 
and carry forward the baseline conclusion with minimal examina- 
tion (i.e., automated controls that have not changed since the pre- 
vious audit would be validated without further examination). 

Analysis of journal entries and account reconciliation to pro- 
vide auditors and management with an ongoing view of jour- 
nal-entry volume and frequency across the business. Manual 
journal-entry monitoring is designed to isolate key indicators, 
outliers such as: 

@ High-value journal entries posted to high-risk accounts. 

' Nonfinance users posting journal entries to financial ac- 





counts. 

= Journal entries posted using the access of terminated users. 

m Segregation-of-duties conflicts (i.e., users who have the ca- 
pability to initiate review and approve journal entries across 
applications). 

m Users posting journal entries even after month-end close 
deadlines. 

™@ Journal entries with unclear or missing descriptions or ex- 
planations. 

Sales compensation monitoring, which consists of ongoing 
evaluation of bonuses and commissions for reasonableness. Fac- 
tors that would suggest an outlier may include: 

@ Performance measurement of target vs. actual sales com- 
pensation (i.e., out-of-range commissions that do not cor- 
respond with performance). 

™ Recipients of commissions in nonsales functions. 

@ High-incentive liability levels (e., bonus paid in advance). 

Monitoring changes to fixed assets’ useful lives and depre- 
ciation to ascertain if assets are conforming to the company’s 
accounting policy. The dashboard provides a view of the following 
exceptions for management action: 

m= Compare and match accuracy of useful life of newly ac- 
quired assets based on asset class. 

® Highlight outliers of assets that have been assigned a use- 
ful life greater than the policy limits. 

Monitoring for product warranty fraud. The objective of war- 
ranty fraud analytics is to detect potentially fraudulent behavior. 
Analytics compare data on spare parts that were shipped to cus- 
tomer locations with data on used parts returned to HP to mon- 
itor for the following exceptions: 

m Parts returned with less value than shipped. 
s Parts returned fewer in quantity than shipped. 
: Parts returned of a different type from the ones shipped 
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(e.g., network device shipped, hard drive returned). 

m Warranty service cases created by engineers and assigned 
to themselves to resolve. 

A summary view is created to show the number of exceptions 
of each type and the dollar amount per engineer. Another graph- 
ic is created to observe a trend per engineer. The reports are used 
to select cases for further investigation. 

Employee expense monitoring risk indicators to isolate po- 
tential errors: 

S Questionable spending at restricted establishments or for 
restricted items and key words (e.g., gift card, premium, 
or upgrade). 

@ Incorrect categorization (e.g., nonmeal expenses identified 
as a meal). 

@ Card activity in home city. 

lm Unsubmitted expenses and personal activity on delinquent 
cards (i.e., high balances that roll from month to month 
due to personal charges that have not been submitted). 


ERP SYSTEMS’ ROLE IN CONTINUOUS 
MONITORING 

Large organizations that have spent a lot of money upgrading their 
enterprise resource planning (ERP) systems particularly are accel- 
erating their use of continuous monitoring, according to Christo- 
pher Wright, a consultant and managing director and firmwide leader 
of finance remediation and reporting compliance for Protiviti. 

He said that since most ERP systems hold data all in one place 
and routine exception reports are standard in these systems, they 
give internal audit the ability to create and implement continu- 
ous monitoring platforms. This allows internal audit and man- 
agement to maximize the value of ERP systems and make their 
organizations more agile. 

Wright said the first step for companies looking to begin con- 
tinuous monitoring is taking an inventory of the tools they al- 
ready have and seeing what data might be easily used in real time. 

“Their ERP system isn’t just an expensive word processor,” 
Wright said. “So it actually functions in a way that adds value, 
eliminates work flow, and improves the control structure in a way 
that’s efficient and cost-productive.” 


EXECUTIVE 


@ Through continuous auditing looking to implement continu- 


AUDITING 


Do BENEFITS OUTWEIGH COsrTs? 

Nonetheless, cost may be an obstacle to continuous auditing and 
continuous monitoring for midsize and small organizations that 
already are facing significant compliance burdens in an increas- 
ingly regulated business environment. HP’s Ames said the costs 
may be justified because of the benefits continuous auditing and 
continuous monitoring provide on two levels. 

First, the benefits are seen throughout the entire audit life 
cycle, from planning to the engagement (which gets more pre- 
cise conclusions more quickly) to the recommendation and cor- 
rective action, when analytics can be set up to sustain the 
remediation. Second, there can be multiple beneficiaries, in- 
cluding the ethics and compliance, enterprise risk management, 
and IT security functions. 

“When they carry out continuous monitoring, you’ve got more 
beneficiaries, more sponsors to whom you can deliver a larger 
benefit and increase the return on investment,” Ames said. 

With that in mind, one thing that can seriously inhibit im- 
plementation and usefulness of continuous auditing and con- 
tinuous monitoring is organizational restructuring, Ames said. 
He said that a compliance team may be in place and working with 
internal audit as a strong sponsor of continuous monitoring and 
auditing, only to have management priorities changed by re- 
structuring. That can lead to frustration in implementing and ex- 
ecuting continuous auditing and continuous monitoring. (Ames 
further discusses the conditions an organization must have in 
place to successfully implement continuous auditing and con- 
tinuous monitoring, in the sidebar “Do You Have What It Takes?”) 

The focus on continuous monitoring and auditing does not 
decrease the need for assurance through the traditional audit re- 
porting that internal auditors have performed for many years. 
Despite all the technological developments of past years, com- 
panies remain focused on the fiscal-year quarterly metrics because 
of regulatory reporting requirements. 

External audit requirements also tie some of the traditional 
internal audit reporting to the fiscal year. But the continuous mon- 
itoring does change the focus of some of the traditional internal 
audit projects. 

“Anytime you're dealing in real time, it shifts the dynamic from 


SUMMARY 


ganization is critical to the necessary to accomplish the 


and continuous monitoring, in- 
ternal audit is finding ways to 
provide more value to organi- 
zations. These techniques use 
data analytics to identify outliers 
for further investigation and 
quicker responses. 

& A first step for organizations 


ous auditing and continuous 
monitoring is to consider what 
data already are available that 
could fuel these techniques. Use- 
ful data often already exist on 
companies’ enterprise resource 
planning systems. 

& Collaboration across the or- 


success of continuous audit- 
ing and continuous monitor- 
ing. Management must support 
projects and be willing to act 
quickly; risk and compliance 
functions must be willing part- 
ners; and IT must be prepared 
to provide the technology tools 


job. 
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Do You Have What It Takes? 


Brad Ames, CPA, a director of internal audit for 
Hewlett-Packard Co., said organizations wishing to 
be successful with continuous auditing and con- 
tinuous monitoring must have the following con- 
ditions in place: 





Support for the vision. Company management needs to be 
engaged and willing to respond without delay to the outliers 
that are raised. The audit committee’s support can prevent 
budgetary restrictions from torpedoing a project and help au- 
thorize internal audit to get access to data and technology. The 
information technology function is needed to help internal 
audit develop the technology and tools for continuous mon- 
itoring. IT assists internal audit in accessing and keeping data 
in a safe place and often needs to provide resources and sup- 
port over multiple years as internal audit implements contin- 
uous auditing platforms. 

Standardized data. This is the raw material that makes the 
whole process possible and transforms an ad hoc analytic into 
recurring, ongoing monitoring. Establishing audit data stan- 
dards provides for the routine valuation and efficient exchange 
of the company’s data from multiple sources. The Emerging 
Assurance Technologies Task Force of the AICPA Assurance 
Services Executive Committee has developed voluntary audit 


triage after the fact to saying, ‘Here’s what we found. Here’s what 
we fixed. Here’s what we're doing differently already, by the time 
you report to the board. It compresses the dynamic of audit iden- 
tification and problem-solving. It can compress it in a way that 
you can report the solution, if not the status,” Wright said. 

In turn, traditional internal auditing and reporting can also 
spur additional continuous monitoring that can produce further 
improvements for the organization. At HP, internal auditors per- 
forming traditional fieldwork were asked to identify three to five 
leading and lagging indicators in the areas they were auditing that 
would sustain remediation and provide new metrics to monitor. 

Meanwhile, Ames has seen the HP internal audit planning 
function become much more strategic and future-focused. And 
internal audit is planning collaboratively with the risk/compli- 
ance function as a strategic partner. 

“It’s not just good enough to have the technical capacity and 
the standardized data,” Ames said. “You have to have the coor- 
dination and relationship management capacity to plan jointly 
with the second line of defense and the compliance function. ... 
We have quite a program in HP that builds up [compliance per- 
sonnel] and trains them, equips them with technology and the 
standardized data, and sets the expectation for monitoring risk. 


That requires leadership.” ~ 
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data standards, which help auditors obtain accurate data in a 
usable format and are available at tinyurl.com/mr32kwe. These 
voluntary IT standards create a standardized format for data 
fields (e.g., naming, formatting, and levels of data fields) and 
files that are commonly requested from auditors, with the the- 
ory being that if file formats are standardized, any company’s 
system would be capable of producing them in the standard- 
ized format. 

Coordination with second line of defense. The risk man- 
agement and compliance function—the “second line of de- 
fense’—must be willing to work with internal audit to help 
build tools and then monitor them. Risk/compliance will have 
a full understanding of business risk that can help auditors plan 
continuous monitoring and continuous auditing activities 
around the factors that are critical to the organization’s suc- 
cess. Auditors must be able to relate to the business risks and 
key risk indicators while still understanding the audit objec- 
tives and assertions associated with the audit process. 

Auditors willing to lead change. Auditors need to become 
comfortable with analytics that will allow them to look forward 
in addition to analyzing historical data, Ames said. Address- 
ing emerging risks requires that forward-looking mentality and 
is a shift from the traditional mindset that some internal au- 


ditors are accustomed to. 
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Technology provides opportunity to test full data sets rather than just samples. 
by Maria L. Murphy,CPA, and Ken Tysiac 
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imancial statement auditors increasingly need to know more about 

their clients’ businesses. Thanks to advances in data analytics and 

software, many auditors are finding ways to gain deeper under- 
standing of their clients’ organizations than ever. 


“The profession is making much better use 
of the technological advances that we've 
seen over the last 20-30 years,” said James 
Comito, CPA, the national director of the 
Professional Standards Group at Mayer 
Hoffman McCann PC. “So it’s pretty ex- 


» 


citing stuff, really. 
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Mayer Hoffman McCann is a top-15 
national firm whose clients primarily are 
private companies with annual revenue 
ranging from $5 million to $300 million. 
The firm is reevaluating its audit process- 
es and procedures to make better use of 
new data analytics capabilities and soft- 


ware that are available, in hopes of pro- 
viding better service to clients. 

The use of data analytics probably has 
not advanced as rapidly in external finan- 
cial statement auditing as it has in inter- 
nal auditing, where many organizations 
use continuous auditing and continuous 
monitoring of data to identify risks and 
anomalies as part of their system of inter- 

trol (see “Driving Faster Decisions,” 
page 48). But data analytics has the po- 
tential to transform external auditing just 
as it has changed internal auditing. 








The power of data analytics could make 
it possible for external financial statement 
auditors to improve audits by: 
fi Testing complete sets of data, rather 

than just testing samples. 

® Aiding risk assessment through iden- 
tification of anomalies and trends, 
perhaps even through comparison to 
industry data, pointing auditors to- 
ward items they need to investigate 
further. 

@ Providing audit evidence through com- 
prehensive analysis of organizations’ 
general ledger systems. 

Comito said data analytics, combined 
with traditional auditing techniques, will 
give auditors a better understanding of 
their clients. 

“I think the analytics can be incredibly 
powerful, a great tool to learn your clients’ 
business,” he said. “But for the foreseeable 
future, it’s still a balance between good old- 
fashioned getting into contracts and read- 
ing them and interpreting them, and the 
use of analytics.” 

The possibilities for data analytics tech- 
nology to change auditing are explored in 
the white paper Reimagining Auditing in a 
Wired World, published by the Emerging 
Assurance Technologies Task Force of the 
AICPA Assurance Services Executive Com- 
mittee (ASEC). 

According to the white paper: 

@ The profession needs to achieve a “quan- 
tum leap” to redesign audit processes 
using today’s technology, rather than 
using information technology to com- 
puterize legacy audit plans and pro- 
cedures. 


@ Data analytics technology 
presents opportunities for 
auditors to gain a better under- 
standing of their clients’ busi- 
ness. To take full advantage of 
current technology, audit process- 
es may need to be redesigned. 

@ Through analytics, auditors 
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will be able to test complete 
populations of data, rather than 
relying on representative sam- 
ples for testing. Outliers and 
anomalies can then be flagged 
for further investigation. 

@ Auditors and students who 
aspire to be auditors will need 


AUDITING 


® Existing auditing standards that are the 
framework for audit procedures need 
to be modified to incorporate the con- 
cepts of Big Data and “continuous au- 
diting” and encourage auditors to use 
technologies that increase assurance be- 
yond minimum required levels. 

Audit regulators are watching the 
technological developments in this area 
with great interest. Martin Baumann, the 
PCAOB’s chief auditor and director of 
professional standards, said in a video in- 
terview (see tinyurl.com/ngpamgs) that 
regulators need to make sure auditing 
standards facilitate possible improve- 
ments in auditing rather than serving as 
an obstacle to progress in this area. 

“That's important for us as standard set- 
ters to stay on top of that, such that the 
technology and potential uses of it in au- 
diting don’t get ahead of where the audit- 
ing standards are,” said Baumann, who 
was sharing his own opinion and not that 
of the PCAOB or its staff. “We wouldn't 
want auditing standards to be an inhibitor 
that might otherwise allow technological 
audit achievements to move ahead.” 

Significant changes in audit approach 
are needed to take advantage of the new en- 
vironment, according to one of the authors 
of the white paper, Miklos Vasarhelyi, 
Ph.D., director of the Rutgers University 
Accounting Research Center and Contin- 
uous Auditing & Reporting Lab. 

“The profession is still not doing very 
much with Big Data, yet,” he said. “But the 
sources of evidence have changed so dra- 
matically that there can be no way that the 
profession will not use it. The more diffi- 


EXECUTIVE SUMMARY 


data analytics. 


cult prediction is when this change will 
happen. ... It will not occur overnight but 
will be more ad hoc and evolutionary, and 
changes in audit practice will continue to 
occur as corporate processes change.” 

Through its Enhancing Audit Quality 
(EAQ) initiative, the AICPA is looking to 
move the profession toward the use of new 
audit technologies and methodologies that 
will allow-auditors to provide more con- 
tinuous assurance and will result in more 
timely and relevant audit reporting. For 
more information about this initiative, see 
the AICPA EAQ initiative webpage at 
tinyurl.com/nn6dnbj. 

ASEC, meanwhile, has established 
audit data standards to identify key infor- 
mation needed and provide a common 
framework for audits. These voluntary IT 
standards create a standardized format for 
data fields (e.g., naming, formatting, and 
levels of data fields) and files that are com- 
monly requested from auditors, with the 
theory being that if file formats are stan- 
dardized, any company’s system would be 
capable of producing them in the stan- 
dardized format. The audit data standards 
are available at tinyurl.com/mr32kwe. 

Advances in data science can be applied 
to perform more effective audits and pro- 
vide new forms of audit evidence. Audit 
data analytics methods can be used in audit 
planning and in procedures to identify and 
assess risk by analyzing data to identify pat- 
terns, correlations, and fluctuations from 
models. These methods can give auditors 
new insights about the entity and its risk en- 
vironment and improve the quality of an- 
alytical procedures in all phases of the audit. 


to be properly educated in data 
analytics to take advantage of 
the technology. Auditing stan- 
dards also may need to be up- 
dated to accommodate the 
changes in audit procedures that 
may be necessary to leverage 


Maria L. Murphy (emailmaria 
murphy@gmail.com) is a freelance 
writer based in Wilmington, N.C. 
Ken Tysiac is a JofA editorial direc- 
tor. To comment on this article or to 
suggest an idea for another article, 
contact him at ktysiac@aicpa.org or 
919-402-2112. 
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Technology permits the creation of Big Data 
that can be analyzed to improve auditors’ 
knowledge about the transactions and bal- 
ances underlying the financial statements. 
This can help them obtain better evidence 
for their audit opinions and understand 
fundamental causes of restatements, fraud, 
and going-concern issues. (For more on 
how the use of new technologies will affect 
auditors, see the sidebar, “Data Analytics: 
The Auditor’s Role.”) 

Thanks to technology, audit procedures 
such as bank confirmations, analytical pro- 
cedures, and journal-entry testing do not 
have to be performed on-site by local audit 
teams. Instead, these tasks can be out- 
sourced to remote teams of specialists and 
third-party providers, creating opportu- 
nities for auditors to focus on higher-risk 
areas and the potential for fraud. 

The white paper recommends that 
while technology can be used to achieve 
the same level of assurance more efficient- 
ly at a lower cost, a greater benefit would 
be to achieve a higher level of assurance at 
a similar cost—resulting in better audit 
quality for clients and investors and re- 
duced audit risk and liability. For example, 
computerized data and file interrogation 
software can be used to perform transac- 
tion testing on 100% of a population. 

Technology permits more frequent or 
continuous monitoring of transactions by 
external auditors. Auditors can benefit from 
being able to spread audit work through- 
out the year rather than only during “busy 
season,” identifying potential issues ear- 
lier, and having the ability to modify audit 
plans in response. Companies can bene- 
fit from improved audit quality and client 
service. Continuous reporting and web- 
based availability of financial information 
is replacing periodic issuance of financial 
statements, which may lead to the re- 
quirement for continuous audit assurance, 
the white paper found. 

To prepare auditors for these changes, 
Vasarhelyi said: 

Educational needs must be met. Edu- 
cation is needed for students at the univer- 
sity level and for auditors within accounting 
firms in areas such as information technol- 
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auditors may want to consider: 


most useful way for the audit. 


ogy, statistics, modeling, and machine learn- 
ing methods. In addition, Vasarhelyi sug- 
gests that the CPA exam should test these 
areas. “We are kind of in a double bind on 


this because the examination people say, 
‘They don’t know this stuff, so we can’ test 
it, but the students say, ‘If it is not on the 
exam, lam not going to study it,’” he said. 
Many universities are offering courses in 
these areas and creating new majors, but the 


Data Analytics: The Auditor's Role 


Regardless of the industry or profession, the prospect of mecha- 
nization or automation brings concerns about the potential loss 
of jobs. But increased use of data analytics in auditing is not 

expected to diminish the need for skilled and trained auditors. 


“The software programs are fantastic,” said James Comito, CPA, the national 
director of the Professional Standards Group for Mayer Hoffman McCann PC. 
“They can aggregate data and provide us with a whole lot of information. But 
at the end of the day, it still requires a knowledgeable auditor to stand back 
from that, analyze that information, and make a determination whether that 
information is consistent with what the auditor expected, or whether it’s not, 
in which case there is more investigative work that the auditor has to do. And 
I don’t think that will change anytime soon.” 

As data analytics takes on a larger role in auditing of financial statements, 


Planning carefully. While maintaining objectivity and skepticism, auditors 
may want to inquire extensively with clients about the metrics monitored by 
clients’ management. This effort to understand the business and what’s impor- 
tant to management can help the auditors set up data analytics tools in the 


Getting IT involved. Auditors may have their firms’ IT professionals engage 
the clients’ IT staff to make sure the clients’ systems are producing reliable 
data. Audit data analytics software won't produce the desired results if the data 
entering the system are not reliable and appropriately precise. 

Learning how to use the tools. Younger auditors may be more comfortable 
at first with the technology than veteran auditors who have been conducting 
engagements for a long time with little or no use of analytical technology. 
Firms that plan to use audit data analytics need to have programs in place to 
train all auditors on how to use the technology, 

Maintaining traditional testing skills. “There will always be a need to do 
a certain amount of detailed testing around certain aspects of U.S. GAAP” 
Comito said. “You're going to have to read contracts. There are clauses in con- 
tracts that have meaning in U.S. GAAP that a pure analytic may not cover.” 





































existing accounting curricula are full and 
would need to be changed to accommodate 
additional coursework. 

The AICPA is in the midst of the prac- 
tice analysis research study that will define 
the next version of the CPA examination, 
to be announced in 2016 and launched in 
2017. “What we heard from the account- 
ing profession, including educators, was to 
continue assessment of the basics, increase 


www.journalofaccountancy.com 


> 








Innovation is the future of audit 
At Deloitte, the future is now 


In a business environment that is complex and ever-changing, the audit of the future goes beyond a 
static snapshot of past performance to deliver a more dynamic picture that provides meaningful insights, 
empowers decision-making, and informs tomorrow's success. Deloitte is leading audit into the future — 
finding new ways to deliver high quality audits that provide value to our clients. Fueled by innovation, 
Deloitte is redefining the audit by infusing our approach with cutting-edge technologies, data analytics 
and visualizations, and transformative audit delivery models. 


The Deloitte Audit, fueled by innovation — today and always. 


www.deloitte.com/us/audit 


As used in this document, “Deloitte” means Deloitte & Touche LLP, a subsidiary of Deloitte LLP. Please see 
www.deloitte.com/us/about for a detailed description of the legal structure of Deloitte LLP and its subsidiaries 


Certain services may not be available to attest clients under the rules arid regulations of public accounting = 
Copyright © 2015 Deloitte Development LLC. All rights reserved e O A ee 
Member of Deloitte Touche Tohmatsu Limited S 


® 


CPA) 





YOU’RE A CPA. 


WHERE CAN AN 
AICPA @REDENTIAL 
TAKE YOUR 
CAREER NEXT? 


Personal Financial Specialist 
PFS” 


Accredited in Business Valuation 
ABV" 


Certified in Financial Forensics 
CFF” 


Certified Information 
Technology Professional 
CITP” 


Explore your opportunities at 
aicpa.org/aicpacredentials. | 


Copyright © 2014 American Institute of CPAs. 
15896-326 











58 Journal of Accountancy April/May 2015 


AUDITING 


the assessment of higher-order skills such 
as analysis, interpretation, and defending 
positions within an audit, and further ex- 
plore the assessment of professional 
skepticism, Big Data analytics, and the 
integration of topics (for example, an 
audit’s impact on financial reporting, 
etc.),” reported Michael Decker, vice 
president—Examinations for the AICPA. 
“The CPA examination will remain current 
to the profession in the role it plays as a 
licensure tool; assessing the minimal com- 
petencies of a newly licensed CPA. Read- 
ing between the lines, as the profession 
changes the knowledge and skills required 
of a newly licensed CPA, so must the ex- 
amination change in its assessment.” 
CPA firms should expand their assur- 
ance services. These services should grow 
beyond annual financial statement audit 
opinions. Businesses have larger assurance 
needs in the areas of data quality, security, 
compliance, fraud prevention and detec- 
tion, and internal controls. CPAs should 
offer a different value proposition by offer- 
ing to provide “coordinated assurance” on 
functions running on different technologies 
and platforms. “Assurance needs for busi- 
nesses are much larger than they were 20 
or 30 years ago,” Vasarhelyi said. “There is 
a big layer of technology between manage- 
ment and the data. Companies worry about 
their processes and data quality and cot- 
rectness, and being ‘underassured.’” 
Auditors should use Big Data and per- 
form deeper analytics. These procedures 
can help them better understand their 
clients’ environment and use exception re- 
porting to improve audit quality and de- 
tect fraud. Every auditor should have the 
ability to use stronger audit tools than 
spreadsheets. They should make use of 
specialists to perform data analytics as part 
of the engagement, where available, and 
work with their clients to incorporate more 
advanced data analytics throughout the 
audit program within the IT environment 
Audit procedures should be continuous. 
Audit procedures should be performed 
throughout the year, and audit testing 
should occur more frequently than annu- 
ally. Auditors should educate their clients 


on the advantages of continuous auditing, 
including reduced errors and risk. 
Auditing standards need to be updat- 
ed. Changes in audit approach and proce- 
dures are needed to provide the required 
level of assurance in today’s changed busi- 


ness environment. % 
ee ee 
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1. According to the Ethics Resource Center, what percentage of 
workers observed ethical misconduct at their workplaces dur- 
ing 2013? 

a. 14%. 

b. 27%. 

COAG: 

d. 73%. 


2. Generally speaking, what is the difference between a code of 
ethics and a code of conduct? 

a. A code of ethics applies exclusively to members of man- 
agement, whereas a code of conduct applies to all em- 
ployees. 

b. A code of ethics describes broad ethical standards, where- 
as a code of conduct describes acceptable behaviors for spe- 
cific situations. 

c. A code of ethics instructs employees on how to comply 
with laws and regulations, whereas a code of conduct com- 
prises the company’s mission statement and core values. 

d. There is no difference—the terms code of ethics and code of 
conduct are synonymous. 


3. As part of its current ethics program evaluation, Maple Inc. 
management is revisiting the company’s code of conduct. Dur- 
ing a discussion about the existing code, a member of the man- 
agement team suggests that they should enact a specific code for 
just the company’s executives. Which of the following is one of 
the goals of an executive-specific code of conduct? 
a. To provide a more stringent set of conduct standards for 
executives than for the rest of the staff. 
b. To reinforce policies addressing issues faced by all levels 
of employees. 
c. To establish harsher sanctions than legally required for ex- 
ecutives who commit fraud. 
d. To replace the organization’s general code of conduct for 
executives. 


4. Which of the following statements regarding an ethics audit 
is true? 

a. The objective of an ethics audit is to determine whether 
the organization’s financial statements were created in ac- 
cordance with sound ethical principles. 

b. The same audit procedures should be used in each area of 
the company to ensure a consistent picture of the compa- 
ny’s ethical culture is obtained. 

c. To be effective, ethics audits must be performed by an in- 
dependent third party. 

d. An ethics audit examines both qualitative and quantitative 
data to arrive at an assessment of the company’s ethical cul- 
ture. 


5. As part of its new ethics initiative, management at Green Co. 


is holding an ethics training session during which participants 
are surveyed regarding the specific character attributes they as- 
sociate with ethical or unethical behaviors. Which of the following 
types of ethics workshops is Green Co. holding? 

a. A code of ethics assessment. 

b. A code of conduct violations and outcomes discussion. 

c. A personality analysis. 

d. An application of the ethics decision-making process. 


6. Which of the following statements regarding organizations’ 
cultural systems is true? 
a. Acompany’s formal cultural system includes the language 
used to communicate values throughout the organization. 
b. Employees’ perceptions of informal cultural systems in- 
fluence their ethics-related behavior more than formal sys- 
tems do. 
c. A company’s informal cultural system includes the orga- 
nization’s mission and value statements. 
d. All of the above. 


7. In the wake of a corporate scandal, XYZ Co. management is 
expanding the company’s ethics program and has decided to cre- 
ate a new position for a chief ethics officer. To be most effective, 
the individual in this position should: 

a. Report directly to the company’s legal counsel. 

b. Have direct, unimpeded access to the board of directors. 

c. Be hired directly by the company’s vice president of op- 

erations. 
d. Be exempt from performance goals to boost independence. 


8. Which of the following is NOT a recommended practice for 
incentivizing employees’ ethical behavior? 
a. Providing employees with a list of general ethical qualities 
that they should strive for to be rewarded. 
b. Allowing employees to report instances of or other em- 
ployees who exhibit exemplary ethical behavior. 
c. Including ethical behavior as a formal part of all perform- 
ance evaluations. 
d. Empowering managers to reward employees who exhibit 
a high level of ethics. 


1. (©C) The most recent National Business Ethics Survey con- 
ducted by the Ethics Resource Center (ERC) found that 41% of 
private-sector employees witnessed misconduct at their organi- 
zations during the 12 months preceding the study. This finding 
is a record low for the ERC’s surveys and reflects some potential 
good news regarding the effectiveness of many organizations’ 
ethics programs. Another positive note from the ERC survey is 
the decline—from 13% in 2011 to 9% in 2013—in the per- 
centage of employees who reported feeling pressure to compro- 
mise their ethical standards on the job. However, 60% of the 
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incidents of observed misconduct were 
perpetrated by supervisors and man- 
agers, and 67% of the misconduct in- 
volved multiple acts or ongoing 
unethical behavior, revealing the need for 
companies to continue taking proactive 
steps toward building an ethical culture. 


2. (b) Acode of ethics and a code of con- 
duct are both integral parts of an organi- 
zation’s ethics program; in many 
organizations, the two codes are collec- 
tively referred to as the ethics policy. Al- 
though the two codes work in tandem to 
provide ethical guidance to all employees, 
they serve different purposes and contain 
different information to meet that objec- 
tive. A code of ethics is a principles-based 
code that describes broad ethical aspira- 
tions, standards, and values that support 
employees in making judgments about the 
underlying ethics of varying situations. In 
contrast, a code of conduct is a rules-based 
code that describes acceptable and unac- 
ceptable behaviors for specific situations 
that are likely to arise, thereby removing 
the need for judgment in many circum- 
stances. In essence, the code of conduct 
gives substance to the code of ethics; con- 
sequently, the code of ethics tends to be 
straightforward and concise, while the 
code of conduct is usually more detailed 
and much longer. 

3. (a) A company’s executives face differ- 
ent—and often more serious—ethical 
dilemmas than the rest of the staff. And the 
choices executives make typically have a 
much greater impact on the organization. 
Since 24% of misconduct and 19% of frauds 
involve organizations’ senior leaders, specif- 
ic ethical guidance for company executives 
sends a clear message about expected ethi- 
cal conduct from the top down. An execu- 
tive-specific code of conduct should be in 
addition to—not in place ofthe general 
code of conduct, and should address issues 
that are specifically applicable to manage- 
ment, such as conflicts of interest and rela- 
tionship issues, protection of confidential 
information, financial reporting and disclo- 
sure issues, influence on independent audi- 
tors, and requirements for reporting to the 


board of directors and audit committee. Cre- 
ating a separate code of conduct for execu- 
tives also demonstrates to other staff 
members and outside parties the higher stan- 
dards to which management is held. Further, 
because senior leaders are the ones setting the 
standard for acceptable behavior within the 
company, enacting more stringent ethical re- 
quirements for those individuals supports 
and emphasizes a strong tone at the top. 


4. (d) According to the Society for Human 
Resource Management, an ethics audit is 
“a comparison between actual employee 
behavior and the guidance for employee 
behavior provided in policies and proce- 
dures.” By its nature, this type of assess- 
ment relies heavily on qualitative or 
subjective information; however, the 
ethics audit team should also consider use 
of quantitative, measurable data—such as 
employee performance review scores and 
helpline metrics—wherever possible. Ad- 
ditionally, while an ethics audit conduct- 
ed by an independent third party will yield 
more objective results, ethics audits are 
often conducted by the organization itself. 
If the audit is conducted by an internal 
team, the team should consist of staff 
members from various functions such as 
HR, compliance, legal, and internal audit. 

Procedures performed as part of an 

ethics audit typically include: 

l@ Reviewing the company’s ethics-re- 
lated policies and procedures 
against best practices, expected and 
actual outcomes, and benchmark- 
ing data. 

if Interviewing employees about the 
company’s culture and commitment 
to ethics. 

™ Observing processes for adherence 
to ethics-related policies and pro- 
cedures. 

lm Analyzing the frequency, signifi- 
cance, and trends in known mis- 
conduct. 

@ Analyzing trends in reports of 
wrongdoing by employees and 
others. 

@ Examining how previous ethical 
breaches were handled. 
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m™ Asking management what the company has done to pre- 

vent repeat occurrences of past breaches. 

The audit team’s selection and application of such procedures 
should be based on the specific relevant ethics risks in each area 
(e.g., conflicts of interest in sales, falsifying company financial 
data in accounting, and bribery in geographic regions where such 
practices are common). Using this risk-based approach, the goal 
of the ethics audit should be to identify gaps in the company’s 
policies and practices where additional guidance or requirements 
would better serve employees in making ethical decisions. 


5. (c) If conducted effectively, ethics training can foster a culture 
of trust. While there is no single best way to train employees in 
ethics, training sessions are typically most effective when they 
are conducted live, led by managers, and held in small groups. 
Ethics workshops provide a more interactive and personal—and, 
thus, a better retained—training experience than online or lec- 
ture-style programs. Workshops can be conducted using a vari- 
ety of approaches, but the goal is to provide discussion-driven, 
applicable, and actionable learning to all employees. Examples 
of some forms of ethics workshops include the following: 

i Personality analysis, in which employees participate in sur- 
veys that measure the character attributes associated with 
ethical or unethical behavior (e.g., conscientiousness, or- 
ganizational citizenship, social dominance, and individu- 
alism/collectivism). 

™ Code of ethics assessment, in which employees review the 

ethics code, assess how well the organization is living up 
to it, note areas of strength, develop strategies to improve 
weaker areas, and discuss whether any provisions of the 
code should be added, removed, or revised. 

" Code of conduct violations and outcomes discussion, in which 
actual cases of code of conduct violations and the result- 
ing punishments are discussed. 

Application of the ethics decision-making process, in which em- 
ployees are walked through the ethical decision-making 
process using real-life situations and collaborating to de- 
rive moral solutions. 

lm Application of the ethics code to a specific situation, in which 
employees are provided with several real-life situations and 
asked to determine whether specific behavior complies 
with or violates the ethics code. 

™ Ideal employee assessment, in which a profile of an ideal eth- 
ical employee is developed and employees assess them- 
selves against this ideal to analyze their strong points and 
shortcomings and then develop strategies for transform- 
ing their weaknesses into strengths. 





6. (b) Inany organization, two ethical cultural systems are at play: 
the formal system and the informal system. The formal cultural sys- 
tem is composed of the policies and programs that are formally es- 
tablished and adhered to in an effort to build and boost the 





company’s ethical culture. Elements of a formal cultural system in- 
clude the organization’s mission statements, core value statements, 
ethics policies, hiring processes, orientation and training programs, 
and performance-management systems. 

In contrast, the informal cultural system involves those symbol- 
ic traits that influence employees in a more subconscious way, such 
as company leaders’ responses to crises, the issues and situations 
that leaders systematically pay attention to, the behavior that is cel- 
ebrated as part of company rituals (e.g., community service days, 
awards to top salespersons), and the language used to communi- 
cate values throughout the organization. Employees’ perceptions 
of informal cultural systems tend to influence their ethics-related 
behavior more than the formal systems, so attention to and proac- 
tive management of these systems is especially crucial. 


7. (b) As companies embrace the importance of fostering an eth- 
ical culture from the top down, many organizations have creat- 
ed a leadership position charged with maintaining, monitoring, 
and continually improving the ethics program. Whether com- 
bined with the duties of the chief compliance officer or divided 
into a separate chief ethics officer role, a C-level official focused 
on ethics can serve as an embodiment of the organization’s de- 
sired ethical culture. The chief ethics officer role is typically 
charged with managing the formal and informal components of 
the entity's ethics program, as well as leading the response to any 
potential violations thereof. However, simply appointing a chief 
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ethics officer to the executive team does not ensure that the or- 
ganization’s ethics program will be effective; the individual must 
also be provided sufficient authority to carry out these respon- 
sibilities. To ensure that the chief ethics officer is positioned to 
be most successful, he or she should: 

® Be hired (and fired) only by the board of directors. 

® Report directly to the board of directors or CEO. 

B Have direct, unimpeded access to the board for purposes 
of reporting potential issues in order to mitigate the po- 
tential for management interference. 

® Be held to performance goals and metrics set by the board 
and CEO. 

® Be independent and free from conflicts of interest, influ- 
ence, and fear of retribution from parties inside and out- 
side the organization. 

™ Have the necessary resources to serve as a key member of 
the leadership team. 


8. (a) Most organizations have performance management pro- 
grams in place to address and discipline ethical breaches. But far 
fewer entities have implemented measures to formally incentivize 
desired behavior. In other words, for many companies, the stick 
is present, but the carrot is missing. To be fully effective, a com- 
prehensive ethics program should include mechanisms to address 
both angles of encouraging ethical behavior. 

Perhaps the most common method of incentivizing ethical be- 
havior is to incorporate ethical considerations into employee per- 
formance evaluations. Requiring an assessment of employees’ 
ethics ensures that management evaluates employees not only on 
which performance objectives they met, but on how those goals 
were achieved. To reinforce the importance of these factors, the 
results should be considered in determining the employees’ 
bonuses and salary increases. The results should also be a key 
factor in all promotion decisions. Additionally, this type of as- 
sessment should carry as much weight—or even more—in ex- 
ecutives’ performance evaluations as they do in staff-level 
employees’ performance evaluations. 

Providing managers with the authority to reward employ- 
ees who exhibit a high level of ethics, such as with a small gift 
or bonus, a one-on-one lunch, or some other incentive, is an- 
other effective way to incentivize ethical behavior. For exam- 
ple, if a company has a gift card program for rewarding 
outstanding employee efforts, management should include ex- 
emplary ethical behavior as a category of rewardable behavior, 
just as it would exceptional teamwork, problem-solving, or in- 
novation. 

Another mechanism to emphasize the importance of ethics is 
to provide employees with a means to submit real examples of 
excellence in ethical decision-making or behavior that they have 
observed in the organization. Management can publicly ac- 
knowledge and praise the examples received, as well as consid- 
er providing other rewards to the ethical employee if the situation 
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merits. This form of reverse hotline, in which management seeks 
to collect reports of positive behavior, rather than just ethical 
breaches, highlights the importance the company places on de- 
tecting misconduct and fostering ethical conduct. 

Whatever reward mechanisms management enacts, a large 
part of successfully incentivizing employees to act ethically is to 
define specifically what type of behavior company leadership con- 
siders ethical. A clear and helpful way to do this is to tie these 
expectations to the company’s value statements. Examples of such 
expectations for ethical behavior might be: 

® Displaying integrity in all professional situations. 

@ Being truthful in dealing with customers, co-workers, sup- 

pliers, partners, and others. 

™ Treating all customers, co-workers, suppliers, partners, and 

other individuals fairly and respectfully. 

W Exhibiting a commitment to serving the community as a 

whole. 

As with any other performance measurement, the examples 
must be observable behaviors to facilitate witnessing, moni- 
toring, and rewarding—or correcting, reprimanding, and pun- 
ishing—specific incidents based on the clear criteria provided. 
Sx “ORING 
If you answered all eight questions correctly, congratulations. Your 
thorough knowledge of effective ethics program design will help 
you effectively in the fight against fraud and misconduct. Keep 
up the good work. 

If you answered six or seven questions correctly, you're on the 
right track. Continue to build on your knowledge of ethics and 
fraud prevention programs. 

If you answered fewer than six questions correctly, you may 
want to brush up on your knowledge. Enhancing your under- 
standing of effective ethics program components will help en- 
sure that you have what it takes to keep your organization 
protected from fraud. % 
eve ON Rie erat |e ee 
Andi McNeal (amcneal@acfe.com) is director of research for the 
Association of Certified Fraud Examiners. 
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To comment on this article or to suggest an idea for another article, con- 
tact Jeff Drew, senior editor, at jdrew@aicpa.org or 919-402-4056. 
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t first, Elliott Lee didn’t think being a partner was much dif- 

ferent from being a senior manager. “The first three months after 

I made partner I felt like nothing changed,” he said. “I was still 
primarily worried about executing my day-to-day work.” 


Then, a director he once reported to came 
to his office and said, “I’m looking to you 
for direction on where the firm is going.” 

“I thought, ‘Wow, I really am in charge 


/ 
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now, ” said Lee, a CPA who has been a part- 
ner in the disputes and investigations group 
at EisnerAmper in New York City for about 


a year and a half. “It gave me pause in terms 


You Made Partner: 
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of how I viewed myself. I realized I had to 
shift my mindset from simply doing my job 
to creating new business and forming a 
niche for myself in a saturated market.” 


A WHOLE NEw WorLD 

Firms put much time and effort into pre- 
paring prospective partners for their new 
role. Yet, as Lee can attest, the transition 
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After becoming a partner at 
EisnerAmper, Elliott Lee, CPA, says 
he realized that his decisions had a 

direct effect on others. 





from senior manager to partner requires 
a significant change in outlook that isn't 
easy to completely digest until an ac- 
countant actually becomes a partner. New 
partners must view themselves not just as 
employees, but as business owners. 
They're no longer responsible just for 
themselves and their subordinates, but for 
helping set the direction of entire practice 
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areas. They're asked to create business, 
drive strategy, grow as leaders, act as 
firmwide role models, and become more 
involved in their communities. And, after 
rising through the ranks from a junior role 
to a senior role to a management role, 
they're now tasked with setting and real- 
izing their own career milestones. 

The change in mindset required of new 
partners is so significant that it sometimes 
can take them a year or two to settle in to 
their new roles. Steve Kangas, CPA, who 
has been an audit partner with DK Partners 
in Austin, Texas, for four years, found he 
had significantly more responsibilities as a 
partner than he did as a senior manager. “I 
went from meeting the expectations of my 
bosses to meeting the expectations of my 
clients, as 1 was now running the business 
aspect of things,” he said. “I spent my first 
couple of years coming to terms with my 
new responsibilities.” 

New partners need to learn that they 
can no longer handle both their new and 
old responsibilities and be successful. As 
driven, ambitious people, they can find it 
hard to relinquish control over aspects of 
their jobs. 

But learning to delegate is a necessary 
skill, said Jodie Hewitson, CPA, who has 
been a tax partner at Tanner LLC in Salt 
Lake City for three years. “We like to think 
we're all superhuman and that we can do 
everything ourselves,” she said. “But when 
you're given new responsibilities on top of 
your old ones, you realize you have to 
hand a lot of your old duties over to oth- 
ers. You realize that certain people are now 
better suited to handling aspects of your 
job than you are because they have dif- 
ferent skill sets, more time, or are ready to 
take on new challenges themselves.” 


ALIGNING GOALS WITH FIRM 
OBJECTIVES 

To become partner, accountants progress 
through a strict hierarchy, climbing the 
ranks from junior associate to manager to 
senior manager to director. Once they be- 
come partners, though, career milestones 
typically aren't as clearly defined. “You do 
feel uneasy when you're no longer moy- 


ing through a set structure,” Lee said. “It’s 
a different world. You determine your own 
objectives based on the things that the firm 
tacitly expects of you.” 

Some firms do have formal goal-setting 
procedures at the partner level. At Tanner, 
partners report to a managing partner with 
whom they have regular accountability 
meetings. At audit partner Jean Smith’s 
firm, Ketel Thorstenson LLP in Rapid City, 
S.D., partners have yearly evaluations. At 
these meetings, Smith, a CPA, said, “We 
have fun and challenging discussions 
about our career paths. We set goals for 
everything from staffing issues to process 
improvement, soft skills, technical skills, 
marketing, and client development, and 
we track our progress on them through- 
out the year.” 

New partners soon discover that their 
role enables them to set goals based on 
their skills, personalities, interests, and 
their firms’ needs. Hewitson, for example, 
who is her small firm’s only female part- 
ner, has focused on improving the orga- 
nization’s onboarding process and 
increasing the visibility of female associ- 
ates. Kangas is helping his firm make the 
transition to a perpetual life firm model 
(one that will continue after its founder re- 
tires). Other new partners set their sights 
on attaining new titles such as practice 
leader or managing partner, or seek to be- 
come the heads of committees at their 
firms or state societies. 

Smith became partner at a time when 
her firm had just acquired another prac- 
tice, and so focused on “melding the two 
cultures.” Now, she’s turned her efforts to- 
ward change management. “The way we 
operate the firm is changing, technology 
is changing, and we have different gener- 
ations of employees who need different 
things in their careers,” she said. “I have a 
lot to offer in terms of helping the firm 
grow as the environment changes.” 


SHIFTING FOCUS FROM SELF 
TO OTHERS 

Perhaps the biggest mental shift new part- 
ners have to undergo is learning to con- 
centrate on the firm’s growth as much as 
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they do their own. “Asa partner, you’re no 
longer the center of your universe,” Lee 
said. “Your actions affect so many other 
people that your priorities need to shift. It’s 
no longer about how you make yourself 
relevant, but about how you drive business 
and create strategy.” His decisions, he said, 
had a direct impact on morale: “I saw that 
my attitude and whether I won or lost 
business did affect the staff.” 

Partners often find they need to focus 
on others’ professional growth as much as, 
if not more than, their own. “Asa partner, 


Jodie Hewitson, CPA, says she learned to hand 
over responsibilities and duties to others once 


your role is more about leading and help- 
ing others deliver on their expertise than 
being the expert yourself,” said EJ Nedder, 
a partner at McGladrey. “You manage client 
relationships while growing and mentor- 
ing people.” 

Hewitson jokes that her new role as 
partner makes her wish that she’d taken 
more psychology classes in college because 
so much more of her job now involves 
“coaching and developing people and at- 
tending to their emotional needs.” 

“There’s an art to working with em- 


she became a partner at Tanner LLC. 


ployees,” she said. “Some days I take care 
of employees as much as I do clients.” 

New partners may even find them- 
selves mentoring the next generation of 
their firm’s leaders. “You have to think 
about how you help that next person be- 
come partner,” Nedder said. 


SOFT SKILLS ARE ESSENTIAL 

Accountants need both technical and soft 
skills to advance to partner. That devel- 
opment doesn’t stop after making part- 
ner. Most young partners have an area of 


New partners undergo a 
shift in mindset from employee 
to business owner. CPAs who 
have recently become partners 
report paying increased atten- 
tion to leadership and shaping 
strategy for their business area 
or firm. 

New partners must create 
their own goals now that they 
no longer have a set career lad- 


der to climb. Examples of these 
goals include attaining titles such 
as managing partner or commit- 
tee chair, improving the firm’s 
change-management proce- 
dures, and increasing the visibility 
of women at their firm. 

Partners often concentrate 
on developing others rather 
than focusing on just their own 
Career goals, new partners find. 


They become role models and 
mentors to the next generation of 
their firm. 

Newly promoted partners 
must be well-rounded and fur- 
ther develop their soft skills. 
Networking and relationship 
building are two key skills new 
partners most want to hone. 
= New partners should not be 
afraid to seek the advice of 
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other leaders in their firm. They 
should also avoid working so 
hard that they risk burnout. 

ON ET 
Courtney L. Vien is an associate 
editor for the AICPA. To comment 
on this article or to suggest an 
idea for another article, contact 
her at cvien@aicpa.org or 
919-402-4125, 


www.journalofaccountancy.com 
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expertise they're known for, be it techni- 
cal knowledge or business or staff devel- 
opment. After being named partner, they 
tend to concentrate on becoming more 
well-rounded by improving their skills in 
other areas. 

“As a young professional, you're a gen- 
eralist,” Nedder said. “Then, you become 
a deep subject matter expert with the skills 
needed to do the technical work. As you 
grow into a leader, you start becoming a 
generalist again.” Hewitson sums it up this 
way: “One of the biggest things you learn 
is you can’t just be a technician and be a 
successful partner.” 

New partners also must improve their 
soft skills. “I have had to build stronger 
relationship skills, especially with staff,” 
Smith said. “It’s different when you're a 
partner. People don't come and talk to you 
as much. You have to push yourself to be- 
come part of their world.” 

Smith has found that she needs to be 
more proactive with both staff and clients. 
“The big picture is changing in account- 
ing,” she said. “It’s not just crunching 
numbers and dealing with software. You 
have to work on improving your relation- 
ships with clients.” She’s working on train- 
ing her staff to adapt to these changes in 
the profession as well. 

Networking is another skill that is even 
more vital to new partners, who often work 
to become more visible and involved in 
their communities. Hewitson, for example, 
has joined a Utah Association of CPAs task 
force to help retain and advance women in 
the profession. Nedder serves on his com- 
pany’s board, gives presentations on tech- 
nical topics, writes articles, and attends 
networking and industry events. 

“You're the face of the firm,” he said. 
“You need to be out in the market. The 
more so, the better.” 


WHAT NEW PARTNERS NEED 
TO KNOW 

To help adjust to the changes, newly mint- 
ed partners should seek guidance from 
more experienced colleagues. “When you 
make partner, you sometimes think that 
you're supposed to know everything, but 
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A partner with Ketel Thorstenson LLP, Jean Smith, CPA, says partners have to 
build their relationship skills. 


really you don't,” Lee said. “You can’t be 
afraid to go to resources within your firm 
and ask for help.” 

Hewitson also found it helpful to lean 
on those around her for support. “Devel- 
op your own personal board of directors 
that you can share your concerns with,” 
she said. “They give you additional confi- 
dence and advice to help you adapt to your 
new role.” 

New partners sometimes feel they need 
to prove themselves by working extreme- 
ly hard. But the young partners interviewed 
for this article counseled against overwork, 
noting that taking on too much can lead 
to burnout. Nedder said that finding bal- 
ance is a key to success. “Be well-rounded, 
not just in your professional but in your 
personal life,” he said. “Don’t think you'll 
be successful just by working harder all the 
time. You need down time to regenerate.” 

How can new partners know whether 
they're successful? “You need to look at 
both the metrics and the intangibles,” Ned- 
der said. “The reality is, this is a people 
business and a service business. 

“Measure your success in terms of the 
growth of the business, in client satisfac- 
tion, and in how well you're developing 
your people,” he said. % 
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gw “How to Speed the Path to Partner,’ 
March 2014, page 28 

gw “The 10 C’s of Great Leaders,” June 
2013, page 33 

w “How to Drive Partner Accountability and 
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Conference 

m Emerging Partner Training Forum, June 
18-19, Durham, N.C. (#EPF15D), or New 
York City (#EPF15NY) 


For more information or to register, go to 
cpa2biz.com or call the Institute at 888- 
777-7077. 


Owner Development Section 
Membership in the Owner Development 
Section of the Human Capital Center pro- 
vides guidance to firm owners on how to 
be confident in their leadership skill set to 
build a stronger and more secure firm 
through partner unity, accountability, and 
mentoring. Visit the Human Capital Center 
at tinyurl.com/qhmawk7. 
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It’s getting tougher to find the applicants you 


need. In fact, a recent report found that 68% of 
WO RKING CFOs cited difficulty finding applicants with 
requisite skills, up 5 PERCENTAGE POINTS from 
to G | Ose th G the previous year.' Here’s how employers are 


filling their top positions, despite the increasing 
KILL | % GA i competition, according to an AICPA survey.” 
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23% 
increasing 
IN-HOUSE 
TRAINING 





13% 
writing more precise 
JOB DESCRIPTIONS 





Of respondents to a recent AICPA Business & Industry Economic Outlook Survey: 





0 
had lost out on top have had important __ have had to settle 
candidates. jobs open for an for less-than-ideal 
extended period. candidates. 


| Robert Half survey of more than 2,100 CFOs, tinyurl.com/klezneq. 2 AICPA Business & Industry Economic Outlook Survey (4Q 2014), tinyurl.com/pvure7w. 
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offering 
OTHER PERKS 
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Stock options, or an 
enhanced benefits package 
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Higher salaries, extra perks, and in-house training aren't the only ways to get the talent you need. PwC’s 18th Annual 
Global CEO Survey? revealed how organizations are innovating in their efforts to attract and develop top talent: 


(Percentages reflect those who agree or strongly agree.) 


7AM actively SEARCH 


for talent in different geographies, 
industries, and/or demographic segments. 





$4.% look fora much 
BROADER RANGE 


of skills in hiring than they 


did in the past iy 













CLEARLY, THE SKILLS GAP REMAINS FORMIDABLE-BUT IT’S SURMOUNTABLE. 
Employers are deploying a number of proven strategies, along with more innovative ones 
such as tapping new channels and casting a wider net. How is your business closing the gap? 





3 PwC's 18th Annual Global CEO Survey, tinyurl.com/kr8lahv 
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One expert's perspective board of directors has a lot on its plate, especially when the com- 


pany it oversees does business globally. There are an increas- 
ing number of regulations to comply with, from anti-corruption 
boards of directors laws to international tax laws, a changing mix of potential threats to 
the business to consider, and strategic decisions to be made on which 
by Sabine Vollmer new markets or products to explore. With so many pressing corporate 
governance issues to deal with, it’s easy for a board to lose focus. 


on issues facing today’s 


Olivia Kirtley, CPA, CGMA, is steeped in _ rate governance issues and nearly 20 years 
corporate governance issues. As the new _ of experience as a member of boards of 
president and board chairman of the Inter- directors to advance the profession. 

national Federation of Accountants (IFAC), Her professional path led her from a 
she is bringing to bear her knowledge asa __ predecessor of EY to vice president of 
business consultant on strategic and corpo- finance and CFO of Vermont American 
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Corp., a global manufacturer that was pub- 
licly traded until taken private by Emerson 
Electric Co. and Robert Bosch GmbH. In 
the mid-1990s, she started serving on 
boards of directors and has since been 
named by the National Association of Cor- 
porate Directors as one of the top corporate 
directors and governance professionals in 
the United States. Kirtley currently serves 
on the boards of three U.S. companies: the 


a very complex global environment, and 
so you have to have the ability to analyze 
the risks that you are taking and relevant 
experience in various parts of the world to 
truly understand what risks are embedded 
in the strategies that you undertake. 

It’s very easy to allow compliance issues 
to dominate your time. You have to be very 
disciplined so that everyone doesn’t get 
drawn into that very demanding area. 


“You have to decide strategically what the proper 
level of risk is, what your risk appetite is, and how 
that matches your people skills’Olivia Kirtley 






financial services holding company U.S. 
Bancorp; the pizza-delivery chain Papa 
John’s International; and ResCare, a large 
private service provider to the elderly and 
people with disabilities. 

Here’s what Kirtley, a member of the 
AICPA governing Council and former 
chair of the AICPA board of directors, said 
she thinks about corporate governance is- 
sues such as attacks by hackers, the loom- 
ing risk of reputational damage in the age 
of social media, and international tax laws 
that can be in conflict: 


What's top of mind these days for com- 
panies and boards in regard to strategic, 
risk, and compliance issues? 
Kirtley: In today’s global and often un- 
predictable business environment, boards 
have an important and critical role to play 
in overseeing strategic and risk issues. 
Compliance is also a very challenging issue 
right now with all the regulatory activity 
and new laws. It is a board’s job to make 
sure the company is in compliance, but, 
at the same time, board members must 
maintain focus on the strategic direction 
of the company, because the world con- 
tinues to change, and the strategy and the 
risk change accordingly. 

Businesses operate to take risks, because 
with risks come rewards. You have to de- 


cide strategically what the proper level of 


risk is, what your risk appetite is, and how 
that matches your people skills. We are in 
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Managing the agenda of a board meet- 
ing—how you schedule the meetings, 
what to bring before the various commit- 
tees and the board, and making sure that 
you continuously engage in dialogue about 
strategy—is an important tool to keep 
board members disciplined and focused. 
Many companies set their agenda for 
the whole year for all of the meetings in the 
organization. The governance committee 
will often review and approve the meeting 
agendas for the entire year. It’s not that they 
can't be changed based on circumstances, 
but that’s one way to make sure that you're 
really having a proper allocation of time 
and that the board is covering everything 
that is important throughout the year. 


How much time are boards spending on 
cybersecurity right now, and do board 
members have the technical proficiency to 
provide adequate governance in this area? 
Kirtley: Cybersecurity is a very hot topic 
right now. There are a lot of industry-coor- 
dinated efforts to try to inform each other, 
so if it’s being encountered at one compa- 
ny, other companies know about it, which 
helps with managing the issues. 

As board members, we can also call in 
subject matter experts to advise the com- 
pany and the board and to have an inde- 
pendent view of whether systems and 
controls are as robust-as they should be. 
Another area that we look at is broaden- 
ing the use of internal audit, which means 





Olivia Kirtley, CPA, CGMA, president 
and board chairman of the 
International Federation of 
Accountants 


that assessing talent, skills, and relevant ex- 
perience on the audit staff is critical. 

Companies are experiencing a constant 
barrage of cyberattacks. Looking at some 
of the recent breaches, they've gotten in 
through one of the vendors or one of the 
third parties. What is more and more chal- 
lenging is that you don’t just have to look 
at the controls within your company and 
make sure that you're as strong as you can 
be. You also have to be aware of the con- 
trols in place for the people and organi- 
zations with access to your systems to 
provide third-party services. 


Risk in general—and, particularly, rep- 
utational risk—has become a big area of 
concern for many companies. How are 
boards helping companies manage this? 
Kirtley: First of all, strategy and risk must 
be considered together—to know what 
risks are embedded in the approved strat- 
egy. Boards are concerned with enterprise 
risk management plans and controls, and 
how management focuses on emerging 
issues. This includes things like social 
media, what your risk mitigation plans are, 
what your response time would be, and 
whether you have expert advisers that 
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could be on call in the event you did have 
a critical issue. It’s sort of like a crisis man- 
agement plan, quite frankly. 

In the area of reputational risk, things 
can go viral quickly. If you do not have im- 
mediate awareness of something that is out 
there in social media, or if you don’t han- 


| What Olivia Kirtley 
_ Wants to Accomplish _ 
| atIFAC | 
| Olivia Kirtley has a unique perspec- 
| tive as the first IFAC president with 
| Operational experience in business | 
| and industry and as the first 
woman at the helm of the global or- 
| ganization. These traits flavor what | 
| she wants to accomplish in the po- 
| sition that she will hold for the next | 
| two years, and how she plans to 
| pursue those goals. 
| “My goals and objectives are 
twofold,” Kirtley said. “One will be 
external focus, and the other will be 
| internal focus. 
“The external focus will be on | 
| interacting with regulators, govern- 
| ments, and professional accountan- 
| cy organizations around the world, 
and strategically looking at what we 
should be doing to maximize the 
value and effectiveness of the global | 
profession in serving all stakehold- 
ers and the public interest. 
“From an internal standpoint, 
how IFAC operates and how we 
| disseminate and coordinate knowl- 
edge and among IFAC member 
bodies in 130 countries is very, very 
important. Finding more ways to | 
leverage technology and share 
knowledge and resources is a very 
keen focus, because the potential 
benefits are tremendous.” 

Expect her to travel a lot, she 
added, talking to the regulatory 
| community and member bodies, 
and listening. 


dle whatever the event is very quickly, in 
the first few hours, then the issue can get 
away from you quite rapidly, and that in- 
creases your reputational risk. 

Also, part of the board’s job is making 
sure that internal controls and risk infra- 
structures within companies have the prop- 
er oversight and management involvement 
before any issue ever gets to the board. 

Some boards have separate risk com- 
mittees; others oversee risk in the audit 
committee. On some boards, it’s a gener- 
al board function. So while every board 
has its own particular structure, the im- 
portant thing is that there is a well-defined 
and well-functioning risk management 
and oversight process. 


What role does the board perform in set- 
ting a strategic vision for companies right 
now? 

Kirtley: Boards always take an oversight 
and advice role. You want to make sure 
management is focused on the strategic vi- 
sion and strategic direction and engages in 
the dialogue with the board. You have 
board members with a lot of experience 
and expertise and insights, and so you 
want to take advantage of that in setting 
the strategy. And as I said before, strategy 
and risk go together. You have to make 
sure there is general agreement between 


management and the board regarding the 


risk embedded in that strategy. 


As a director of a financial services com- 
pany for the past eight years, you're well 
aware of the increased regulatory over- 
sight of the banking industry following the 
global financial crisis. Where do you see 
regulatory oversight of the banking in- 
dustry going in the next five to 10 years? 
Kirtley: Not only do we have new regula- 
tions, we have new regulators. Part of what 
came out of the financial crisis is the Con- 
sumer Financial Protection Bureau. There 
is also somewhat of a rebalancing of who 
is responsible for what. 

The banking and financial services in- 
dustry and its regulators are adjusting to 
the new regulatory structure and envi- 
ronment. I think it’s going to remain, at 


least in the short term, at this level of in- 
tensity. And the demands on the compa- 
nies are tremendous. They are adding staff 
in the areas of compliance and internal 
audit very rapidly to meet all the regula- 
tory requirements and demands. I don’t 
see that changing in the near term. 

The bar has been raised, as far as the 
expectations and the attention given to 
compliance and regulatory matters. The 
industry has used the services of ac- 
counting firms and other advisers to meet 
requirements and timelines of new regu- 
lation and new regulators. 
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There is a great need for accountants 
to be knowledgeable about new regula- 
tions and new requirements, in order to 
assist and advise clients. Any time you 
have a changing environment and regu- 
latory landscape, the pressure is on the 
professionals, such as auditors and CPA 
firms, to become proficient and knowl- 
edgeable very quickly. 


As the former CFO of a global manufac- 
turing company, how do you view the in- 
creased worldwide regulatory focus on 
corporate tax avoidance? What do you 
see in store for multinationals and their 
corporate tax compliance? 

Kirtley: The fact is there are laws in effect 
around the globe to incentivize domiciles 
and structures that minimize tax. Com- 
panies have the responsibility to make sure 
that they are totally compliant with the 
laws, but many companies are looking at 
issues beyond strict legal compliance. A 


key issue is the reputational risk that has 
arisen from doing things that are legal but 
may be viewed by some as not paying a 
“fair share.” This is a difficult situation for 
everyone. However, companies can’t do 





complicated process. Currently, there is 
a focus by the G-20 and OECD [Organ- 
isation for Economic Co-operation and 
Development] on enhancing the trans- 
parency and exchange of appropriate in- 


“You want to make sure management is focused on the 
strategic vision and strategic direction and engages in 


the dialogue with the board,’ —Olivia Kirtley 


the government’s job. If the laws in place 
aren't producing the desired results, they 
should be changed. 

Unfortunately, tax laws are very com- 
plex. Most have been in place for a very 
long time, and they are often based more 
on exchange of tangible goods rather than 
intellectual property or other things. 
Changing tax laws to produce the results 
that governments expect from a revenue 
and a competitive standpoint will be a 


formation between jurisdictions, but all 
of this will take time. In the meantime, 
balancing compliance and reputational is- 
sues, as well as shareholder value and re- 
turns, will be an ongoing challenge for 
multinational companies. ~ 





Sabine Vollmer is a JofA senior editor. To 
comment on this article or to suggest an idea 


for another article, contact her at svollmer@ 


aicpa.org or 919-402-2304. 
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Change Is Coming: 
Accounting Method 


Changes Under 
the Tangible 


Property 


Regulations — 
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Here is what eT “he new tangible property regulations form a framework of rules 


for the capitalization of tangible property that affects the treatment 


practitioners need to of fixed asset additions and disposals, the expensing of materials 


know about the and supplies, and the timing of deductions for repairs and maintenance 
required revisions. expenses. The regulations are complex and far-reaching, and they require 

almost all businesses to make accounting method changes and review 
by Pamela Schuneman,CPA past decisions regarding whether to capitalize or expense tangible assets. 
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For the 2014 tax year, most businesses 
will need to make accounting method 
changes to comply with the new regula- 
tions. Understanding the new rules and 
their implementation requirements is a 
daunting task similar to visiting a foreign 
country. The traveler may have a map of 
the city and a dictionary to help with the 





language, but everything is foreign. Just 
as learning the language and terrain 
makes it easier for the traveler to get 


around, here, too, grasping the general 
concepts of the rule changes will help 
practitioners and taxpayers analyze their 
specific situation and plan a course of 
action. 


TAX 


Some of the accounting method 
changes can be applied retroactively and 
require adjustments to income under 
Sec. 481 (a). Several accounting method 
changes should be considered—all are 
automatic for 2014. Taxpayers general- 
ly must file a Form 3115, Application for 
Change in Accounting Method, for these 
accounting method changes. However, 
due to the outcry from small businesses 
and practitioners about the amount of 
work required to comply with the repair 
regulations, the IRS issued guidance in 
February (Rev. Proc. 2015-20) that will 
simplify the determination of Sec. 481 (a) 
adjustments for accounting method 
changes under the repair regulations for 
many taxpayers and allow them to make 
the changes without filing Forms 3115. 

Under the revenue procedure, the IRS 
is allowing small businesses to make certain 
accounting method changes under the re- 
pair regulations on a cutoff basis, that is, 
with a Sec. 481(a) adjustment that takes 
into account only amounts paid or in- 
curred, and dispositions, in tax years be- 
ginning on or after Jan. 1, 2014, the effective 
date of the regulations. In addition, for their 
first tax years beginning on or after that 
date, taxpayers generally are permitted to 
make these changes without filing Form 
3115. For these purposes, a small business 
is defined as a business with total assets of 
less than $10 million on the first day of the 
tax year for which the accounting method 
change is effective or average annual gross 
receipts of $10 million or less for the prior 
three tax years. 

For taxpayers that are required to make 
multiple accounting method changes, the 
regulations contain specific requirements 
for determining which changes can be 
filed concurrently on the same Form 3115 
and which changes must be made by fil- 
ing separate forms. 


CHANGES THAT MAy BE 
NECESSARY TO COMPLY WITH 
THE NEW REGULATIONS 
Incorrect Depreciation Method 
While taxpayers in the past have been able 


. % 
to make an accounting method change for # 
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incorrect depreciation, the new regulations 
make a significant change. The new wrin- 
kle in having an incorrect depreciation 
method is found in Regs. Sec. 1.1016- 
3(a)(1)(ii), which states that “[a] taxpayer 
is not permitted to take advantage in a later 
year of the taxpayer’s prior failure to take 
any such allowance or the taxpayer's tak- 
ing an allowance plainly inadequate under 
the known facts in prior years.” 

What this means is that after the 2014 
tax year, the taxpayer must keep using an 


TAX 


For example, in 2009, a taxpayer re- 
paired the roof of a large commercial build- 
ing. About 25% of the roof was replaced, 
and the full cost of the repair was capital- 
ized and depreciated using a 39-year life. 
Under the current criteria, the roof is a 
structural component of the building 
under Regs. Sec. 1.263(a)-3(k)(6)Gi)(A), 
and the repair to that component was not 
substantial and was not an improvement 
or a betterment. Therefore, the expendi- 
ture qualifies as a repair. The taxpayer can 


The accounting method change for a unit of 
property can be applied retroactively, 


incorrect method and cannot go back and 
make the change in a later year. All tax- 
payers who have fixed assets subject to de- 
preciation should make sure existing class 
lives are correct and that bonus depreci- 
ation was properly taken on prior returns. 
If incorrect depreciation methods are 
found, they should be corrected by an ac- 
counting method change. 


Capitalized Repair Items (Regs. 
Sec. 1.162-4) 

The repair regulations define which ex- 
penditures must be capitalized and which 
can be expensed based upon the newly de- 
fined unit-of-property rules. These new 
rules are adopted through an accounting 
method change and, if an item was capi- 
talized in the past that should have been 
expensed using the new expensing criteria, 
the accounting method change is applied 
retroactively to that asset. 


® The tangible property regu- 
lations will require most busi- 
nesses to change their 
accounting methods beginning 
with the 2014 tax year. 

& One change that will be 
required is how businesses 
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treat repairs. 

§ Taxpayers need to take care 
to determine which changes 
can be filed concurrently on 
the same Form 3115, Applica- 
tion for Change in Accounting 
Method, and which must be filed 


make an automatic accounting method 
change and take the undepreciated bal- 
ance of the asset as a negative Sec. 481 (a) 
adjustment in the current year. 

In addition to gaining the benefits of an 
immediate write-off, the taxpayer has ef- 
fectively reduced the accumulated depre- 
ciation that may be subject to Sec. 1250 
recapture. For this reason, there is a ben- 
efit to retroactively changing the treatment 
of any fully depreciated property that can 
be recharacterized as a repair, eliminating 
possible depreciation recapture in a sub- 
sequent sale. 

This method change can cut both ways, 
however. If an amount was deducted as a 
repair but under the new criteria should 
have been capitalized, the taxpayer will be 
required to put the asset on the depreciation 
schedule, compute the depreciation that 
should have been taken in previous years, 
and make a positive Sec. 481(a) adjustment. 


EXECUTIVE SUMMARY 


separately. 


Sarasota, Fla. 





Pamela Schuneman (pschuneman 


@kbgrp.com) is a tax manager for 


Kerkering, Barberio and Co. in 





Leased Property (Regs. Secs. 
1.167(a)-4 and 1.162-11(b)) 

For a lessor, the general rules for defining a 
unit of property for purposes of applying the 
tangible property regulations are applied to 
leased property. Any past amounts incurred 
and capitalized for tenant improvements 
should be analyzed for incorrect accounting 
methods or possible recharacterization as a 
repair. Under Rev. Proc. 2014-54, the land- 
lord can use the partial-asset-disposition 
rules to write off abandoned tenant im- 
provements, but the chance to write off these 
assets as an accounting method change lasts 
only through 2014. 

For a taxpayer that is a lessee, the unit 
of property is defined as each building and 
the structural components associated with 
the leased portion of the building, as de- 
fined in the lease agreement. 

For example, if a taxpayer leases three 
units in the same building, all under sep- 
arate lease agreements, the taxpayer has 
three units of property. Assume each of 
these units has a separate heating, venti- 
lation, and air conditioning (HVAC) sys- 
tem. Because the lease agreement defines 
the unit of property, whether expenses are 
deductible repairs or must be capitalized 
will be determined on a leased-unit basis. 
If the HVAC system goes out in one unit 
and has to be replaced, the expenditure 
would require capitalization because the 
unit has only one HVAC unit and re- 
placement of that unit would qualify as 
substantial. If three HVAC units are in- 
cluded in one lease agreement, the re- 
placement of one unit is only one-third of 
the total units of the HVAC building com- 
ponent. In that case, the cost of the re- 


placement would be deducted as a repair. % 


To comment on this article or to 
suggest an idea for another 
article, contact Sally P. Schreiber, 
senior editor, at sschreiber@ 
aicpa.org or 919-402-4828. 
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Unit-of-Property Changes (Regs. 

Sec. 1.263(a)-3(e)) 

The new regulations establish a functional 

interdependence standard for defining a 

unit of property under which all the 

components that are functionally inter- 

dependent constitute a single unit of 

property. Components of property are 

functionally interdependent if the plac- 

ing in service of one component by the 

taxpayer is dependent on the placing in 

service of the other component by the 

taxpayer. Thus, for tangible property, this 

will require looking at an integrated 

piece of machinery as one unit of prop- 

erty. The decision to expense or capital- 

ize will be made by determining whether 

the expenditure is substantial when com- 

pared to the entire unit of property. 
The regulations provide special rules 

for buildings. Each building and its struc- 

tural components are a single unit of prop- 

erty. However, the regulations designate 

nine building structural components to 

which the improvement rules apply sep- 

arately. These are: 

= HVAC systems; 

= Plumbing systems; 

Electrical systems; 

@ Escalators; 

@ Elevators; 

&i Fire protection and alarm systems; 

@ 

a 

S 





s Security systems; 
i Gas distribution systems; and 

Other systems and components iden- 

tified in published guidance. 

The building structure must be divid- 
ed into smaller units of property for each 
structural component that performs a sep- 
arate function. Examples of structural com- 
ponents are windows, roofs, and flooring. 

The accounting method change for a 
unit of property can be applied retroac- 
tively. Any assets on the depreciation sched- 
ule that are not grouped as required under 
the new standards should be changed to re- 
flect a proper grouping. Once the new unit 
of property is identified, past capitalized ex- 
penditures should be scrutinized to deter- 
mine whether the capitalization standard 
was met or they should have been ex- 
pensed as repairs. If it is determined that 


TAX 


the amount should not have been capital- 
ized, then the item can be removed from 
the depreciation schedule with a negative 
Sec. 481 (a) adjustment taken for the un- 
depreciated asset balance. 


Routine-Maintenance Safe Harbor 
(Regs. Sec. 1.263(a)-3) 

Under the routine-maintenance safe har- 
bor, amounts paid for routine maintenance 
are deemed not to improve a unit of prop- 
erty and are therefore currently deductible. 


year partial asset dispositions are recog- 
nized with an election. 

The partial-asset-disposition rules are 
mandatory for a casualty event, any non- 
taxable transaction, or the sale of a portion 
of an asset. If the partial disposition falls 
outside of these mandatory criteria, the 
recognition of the partial asset disposition 
is optional. 

The main issue with this accounting 
method change is determining the basis of 
the disposed partial asset. The regulations 


Each taxpayer can have multiple Form 3115 filings, 
with some of those forms containing multiple 
method changes, 


Routine maintenance includes recurring 
activities performed to keep a unit of prop- 
erty in an ordinarily efficient operating 
condition. However, to be routine, an ac- 
tivity must be one that the taxpayer rea- 
sonably expects (at the time the property 
is placed in service) to perform more than 
once during the alternative depreciation 
system (ADS) class life of the unit of prop- 
erty for property other than buildings and 
to be performed more than once during a 
10-year period for buildings. The routine- 
maintenance rules do not apply to assets 
that are betterments, network assets (i.e., 
assets used by utilities, such as power 
plants and communications), or certain 
rotable, temporary spare parts. 

This accounting method can be 
adopted retroactively with the new rou- 
tine-maintenance safe-harbor criteria ap- 
plied to past fixed-asset additions. If it is 
determined that an addition should have 
been a repair, the asset can be removed 
from the depreciation schedule and a 
negative Sec. 481(a) adjustment taken on 
the current tax return. 


Prior-Year Partial Disposition 
(Regs. Sec. 1.168(i)-8(d)) 

Prior-year losses from the disposition of a 
structural component of a building or a 
component of a unit of property can be 
recognized as a method change. Current- 





call for the use of a reasonable method to 
determine the original cost. Three meth- 
ods can be used for this purpose: 
= Discounting the cost of the replacement 
property using the producer price index 
(PPI, which measures the average 
change over time of prices received by 
domestic sellers of goods and services); 
® Pro rata allocation; and 
& A prior cost-segregation study. 
A Form 3115 is required for a prior- 
year partial asset disposition, and the 
change is automatic. 


Removal Costs (Regs. Sec. 
1.263(a)-3(g)(2)) 

If a taxpayer disposes of a depreciable 
asset or a component of an asset and re- 
alizes a gain or loss on the disposition, the 
cost of removing the asset does not have 
to be capitalized. If the taxpayer dispos- 
es of a component of an asset, but the re- 
moval is not treated as a disposition, then 
the taxpayer must look to the treatment 
of the replacement property to determine 
whether the removal costs should be ex- 
pensed or capitalized. 

For example, if the taxpayer makes sub- 
stantial changes to a building structure that 
result in a betterment, the taxpayer must 
capitalize the expenditure. The taxpayer 
can elect to treat the event as a partial asset 
disposition and write off the remaining 
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undepreciated cost of the portion of the 
asset that was removed. If this treatment is 
elected, the removal of the old asset is a tax- 
able disposition, and the cost of removing 
the asset does not have to be capitalized. 
But if a partial asset disposition is not elect- 
ed, the removal costs must be capitalized 
into the cost of the improvement. 

This method change should be adopt- 
ed if a taxpayer wants to write off removal 
costs associated with the replacement of an 
old asset with a new asset that is required 
to be capitalized. 


TAX 


amounts paid or incurred in tax years be- 
ginning on or after Jan. 1, 2014, so there 
is no retroactive application of the ac- 
counting method. For the 2014 tax return, 
the taxpayer will need to inventory non- 
incidental materials and supplies and either 
create a tax balance sheet account or defer 
the recognition of the expense through a 
Schedule M-1 or M-3 adjustment. 


Form 3115 Requirements 
The new tangible property regulations 
will require most taxpayers to adopt mul- 


Rev. Proc. 2015-20 simplifies the determination of 
Sec.48 1 (a) adjustments for many taxpayers and allows 
them to make the changes without filing Forms 3115, 


Materials and Supplies (Regs. Sec. 
1.162-3) 

The regulations adopt new rules that dif- 
ferentiate the accounting treatment of in- 
cidental and nonincidental materials and 
supplies. If materials and supplies are in- 
cidental, a deduction is taken in the year 
they are paid for, but if the materials and 
supplies are nonincidental, a deduction is 
taken upon use or consumption. 

The final regulations define materials 
and supplies as tangible property that is 
used or consumed in the taxpayer’s oper- 
ations that is not inventory and that are: 
® Components acquired to maintain, re- 

pair, or improve a unit of tangible prop- 

erty that are not acquired as part of any 
single unit of property; 
™@ Fuel, lubricants, water, and similar items 
that are reasonably expected to be con- 
sumed in 12 months or less; 
™ Units of property with an economic 
useful life of 12 months or less; 
@ Units of property with an acquisition or 
production cost of $200 or less; or 
Identified in published guidance in the 
Federal Register or in the Internal Rey- 
enue Bulletin as materials and supplies. 
These definitions apply to all taxpayers 
and will apply whether or not the tax- 
payer currently writes off all materials and 
supplies. This method change applies to 
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tiple changes in accounting methods for 
2014. The method changes are automat- 
ic and will require many taxpayers to file 
Forms 3115. However, as noted above, 
Rev. Proc. 2015-20 has eliminated the re- 
quirement for qualifying small business 
taxpayers to file Form 3115 in tax year 
2014 for certain accounting method 
changes in the repair regulations, which 
will greatly reduce the number of tax- 
payers who must file the form. 

Where a taxpayer is required to file a 
Form 3115, the tangible property regula- 
tion method changes have automatic 
change method numbers, and user fees are 
not required. 

Care should be taken to determine 
which changes can be filed concurrently 
and which must be filed separately. Each 
taxpayer can have multiple Form 3115 fil- 
ings, with some of those forms containing 
multiple method changes. Rev. Proc. 2015- 
14 lists procedures for filing a single Form 
3115 for two or more method changes. 


CONCLUSION 

The new tangible property regulations 
are complex and require substantial re- 
sources for successful implementation. 
Practitioners should examine existing de- 
preciation schedules and apply the new 
rules to these assets. Some of the method 





changes are prospective, while others can 
be applied retroactively and could gener- 
ate negative Sec. 481(a) adjustments for 
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“10 Situations 
When a CPA Should Call: 
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na number of situations, a CPA handling a tax matter should im- 
mediately stop work and bring in tax litigation counsel. These “time- 
out” situations typically occur when the CPA is concerned that the 
matter will “go criminal,” the matter requires knowledge of the rules 
of civil discovery and evidence that apply to possible court proceed- 
ings, or the matter requires knowledge of nontax administrative law. 
The presence of these factors, as well as a few other factors, makes it 
unduly risky for a tax accountant to proceed without the participation 
of well-qualified tax litigation counsel. This article sets out a “timeout” 


list to assist in identifying these situations. 


Timeout situation No. 1: Any time a 
client has failed to file tax returns or a Fin- 
CEN Form 114, Report of Foreign Bank and 
Financial Accounts (FBAR) (filed electron- 
ically), has willfully made false statements 
ona filed document, or has evaded tax, a 
tax accountant should call “timeout.” 
Willfully failing to file, making a false 
statement, and evading tax are criminal of- 
fenses, and no privilege protects an ac- 
countant’s conversations with a client in 
a criminal matter. CPAs need to end these 
conversations immediately so that no po- 
tentially incriminating testimony not pro- 
tected by the attorney-client privilege is 
created. 

A limited statutory privilege, under 
Sec. 7525, protects tax advice communi- 
cations between a tax practitioner and a 
client. That privilege, known as the fed- 
erally authorized tax practitioner or Sec. 
7525 privilege, applies only in noncrim- 
inal tax matters before the IRS and in fed- 
eral court. Notably, this privilege does not 
apply in state court. It also does not apply 
to any nontax proceeding, or to partici- 
pation in a tax shelter as defined in Sec. 
6662(d)(2)(C)(ii). Moreover, the privilege 
is recognized only if a privilege would ob- 
tain if an attorney were standing in the 
shoes of the CPA (or other “federally au- 
thorized tax practitioner”) making or re- 
ceiving the communication. 

Accordingly, CPAs should be careful 
not to communicate with a tax client in a 
matter that has the potential to “go crim- 
inal” or that might qualify as a tax shelter. 
Instead, tax litigation counsel should be 
brought in, so that conversations with the 


client are protected by the attorney-client 
privilege, which applies to some matters 
that are not protected by Sec. 7525. 
Timeout situation No. 2: This situation 
is related to the first: A tax accountant 
should never respond to an IRS investiga- 
tion on behalf of a client who is worried 
about criminal prosecution. The response 
may be incriminating, and that is bad 





cause they are criminal investigators. A 
special agent’s involvement in the investi- 
gation signifies that the IRS is concerned 
that criminal activity may have taken 
place. A special agent is far different from 
a revenue agent, who is an IRS examiner, 
and from a revenue officer, who is an IRS 
debt collector. Ifa tax accountant gets even 
a whiff of a special agent’s involvement, the 
accountant should (1) have no further 
conversations with the client; and (2) call 
a tax lawyer with criminal tax experience. 
The same advice goes for involvement by 
an agent from a state revenue agency that 
is tasked with criminal enforcement. 
Timeout situation No. 3: A tax ac- 
countant should never discuss a situation 
in which a corporate officer or employee 
has willfully not paid over employment 
taxes withheld from corporate employees 
and has participated in the diversion of 
this “trust fund” money. Usually, the di- 


A tax accountant should never respond to an 
IRS investigation on behalf of a client who is 
worried about criminal prosecution. 


enough. But it gets worse: A response can 
trigger an effort by the U.S. Department of 
Justice (DOJ) or the IRS to show that the 
response was a “subject matter waiver” 
of Fifth Amendment rights under the 
“sword and shield” doctrine. Under this 
doctrine, a litigant cannot claim a privilege 
for information he or she is using as part 
of a legal defense. The subject matter waiv- 
er is worrisome because determining what 
is within, and what is outside, the subject 
matter of the waiver is often uncertain and 
debatable. Moreover, interacting with a 
criminal investigator creates a risk that the 
interaction will subsequently be portrayed 
as part of a cover-up. It is commonplace 
that prosecutors prefer to prosecute 
cover-ups because cover-ups (or conspir- 
acies) are often easier to prove than the un- 
derlying crime. 

In this regard, a tax accountant should 
never engage with IRS special agents, be- 


version takes place with the thought that 
the money will soon be repaid, after the 
corporation’s finances improve. But an in- 
tent to later pay the money over to the IRS 
does not negate a willful and punishable 
diversion. 

The IRS is vigorously pursuing crimi- 
nal prosecution of these cases—even when 
the sums involved are relatively modest. 
In recent years, a trust fund penalty case 
in which the taxpayers diverted only about 
$160,000 was prosecuted criminally (see 
Department of Justice, Tax Division, Press 
Release 14-530 (May 19, 2014)). Larger 
amounts are even more likely to be ad- 
dressed with a criminal indictment. CPAs 
should not speak with corporate officers or 
employees who have culpable involvement 
with a diversion of trust fund monies. The 
Sec. 7525 privilege does not protect those 
communications. 

It is a serious mistake to allow an IRS 
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revenue officer to interview the client. The 
setting is routine enough. A revenue of- 
ficer shows up at the business’s prem- 
ises, often unannounced, and says 
that he or she wants to discuss 
past-due employment taxes. 
The officer runs through a se- 
ries of questions set out on a 
Form 4180, Report of Inter- 
view With Individual Relative 
to Trust Fund Recovery Penal- 
ty or Personal Liability for Ex- 
cise Taxes, fills out the form, 
and then asks the person to 
sign. The questions on Form 
4180 are designed to establish 
“willfulness,” which is necessary to 
impose a Sec. 6672 civil penalty, but 
facts that are sufficient to support im- 
posing a civil penalty can also suffice to 
support a criminal charge. A taxpayer 
should not be permitted to participate in 
an interview unless it is clear that the tax- 
payer was not involved or lacked power 
or authority to divert the trust fund taxes. 
A criminal charge is a life-changing event. 
Timeout situation No. 4: Tax litigation 
counsel usually should be brought in as 
soon as a summons is issued to a taxpay- 
er. First, the similarities of a summons to 
civil discovery are obvious (although the 
IRS’s summons power reaches even more 
broadly). Second, if there are criminal 
overtones to the summons, very compli- 
cated issues involving the Fifth Amend- 
ment and a subject matter waiver may 
arise. Extreme care should be taken not to 
say, or fail to say, something that can later 
be portrayed as part of a cover-up. Even 
if there is no suggestion of criminal con- 
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cerns, a summons typically signifies that 
the taxpayer’s response to an IRS infor- 
mation document request (IDR) was 
viewed as inadequate, implying a possible 
future interaction with the DOJ and the 
courts. Drafting responses to summonses, 
particularly when the matter has criminal 
overtones, is tricky business best left to tax 
litigation lawyers. 

Timeout situation No. 5: Tax litigation 
counsel should be brought in early if a 
matter is being positioned for a civil refund 
suit, especially if large dollar amounts are 
involved. The most favorable venue for 
such a suit is usually federal district court, 
and the least favorable is usually Tax 
Court, with the Court of Federal Claims 
falling somewhere in the middle. It is up to 





legal counsel, not a CPA, to judge which is 
the most appropriate forum, each of 
which has its pros and cons. Moreover, 
strategy informs the choice of forum, 
and choice of strategy is also a de- 
cision for tax litigation counsel. 
To go to the two more gen- 
erally favorable forums, fed- 
eral district court and Claims 
court, a timely and sufficient 
claim for refund is a prereq- 
uisite, along with full pay- 
ment of the tax. A claim for 
refund, unless it is a “protec- 
tive” claim, is required to set out 
facts and grounds “in detail.” But 
a claim should not be overly pre- 
cise, as that runs the risk of preclud- 
ing factual and legal arguments that 
were not anticipated. Nor should a non- 
protective, regular claim be too vague, as 
that can run afoul of the “in detail” re- 
quirement of Regs. Sec. 301.6402-2(b). 
This is a tricky balancing act. Unless there 
is no time left in the statute-of-limitation 
period to file a claim, a tax litigator should 
be brought in to draft (regular) claims be- 
cause they are likely to be under the mi- 
croscope in court, where the IRS 
scrutinizes the refund claims in an attempt 
to find a “variance” that precludes a tax- 
payer from making a particular argument 
or from obtaining part of the amounts 
sought to be recovered. 

When litigation is anticipated, legal du- 
ties exist that require preserving docu- 
ments that may be relevant to the 
anticipated litigation, including electron- 
ic files and emails. Businesses are well- 
advised to circulate and observe a request 


EXECUTIVE SUMMARY 


= Tax practitioners are fre- 
quently involved in matters 

that may require referral to legal 
counsel. 

™@ When these situations occur, 
it is essential that the practitioners 
recognize them in time. 


& Ten of these situations in par- 
ticular may require practitioners 
to end communications and bring 
in legal counsel. 

® Several of these situations in- 
volve the potential for criminal 
liability, which is perhaps the 
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most obvious development requir- 
ing legal advice. 

® Some of these situations do 
not invoke criminal liability but 
nonetheless call for legal expertise 


rather than the skills CPAs bring. 
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to maintain documents in anticipation of 
litigation, commonly known as a “litiga- 
tion hold.” Tax accountants may not be in 
the best position to make decisions about 
which documents should be preserved 
and how. Early involvement by tax litiga- 
tion counsel is advisable when litigation is 
anticipated, as the downside of a docu- 
ment “spoliation” claim raised in court can 
be significant. 

Relatedly, a prelitigation strategy some- 
times includes filing a Freedom of Infor- 
mation Act (FOIA) request, which resembles 
a discovery demand. The sufficiency of a 
FOIA request frequently ends up being lit- 
igated in court. Tax litigation counsel 
should be involved in the decision whether 
to file a FOIA request and in drafting any 
FOIA request that is filed. 

Timeout situation No. 6: If an expert 
witness who participated at the adminis- 
trative level is to be relied upon again in 
court, the process of preparing the expert 
report is fraught with risk, and tax litiga- 
tion counsel should participate, at least if 
enough tax dollars are at stake. The law 
governing the drafting of expert-witness 
reports has evolved. Currently, if the report 
was ghostwritten, a participating tax pro- 
fessional may be subject to sanctions, not 
to mention that the expert’s credibility is 
impaired. A tax professional working with 
the expert needs to take into account the 
discovery rules and the rules of evidence 
bearing upon the discovery of sensitive in- 
formation exchanged between the client 
and the expert, and between the tax pro- 
fessional and the expert. Tax litigation 
counsel has a key role to play in handling 
experts expected to be used in litigation. 

Timeout situation No. 7: If a taxpayer 
will be going to court to challenge the ap- 
plication of a regulation, tax litigation 
counsel should be brought in early. Over 
the last 18 months, Supreme Court ju- 
risprudence addressing the validity of reg- 
ulations has taken some positive turns for 
taxpayers. This helpful case law has aris- 
en entirely in cases dealing with nontax ad- 
ministrative law (see, e.g., Environmental 
Protection Agency v. EME Homer City Gen- 
eration, L.P, 134 S. Ct. 1584 (2014) (re- 


TAX 


quiring an agency to reasonably explain 
a reversal of a regulatory position); City 
of Arlington v. Federal Communications 
Gomm.;) 133)-S. Ct. \1863,2013)" Gn- 
structing “rigor” and “seriousness” in de- 
termining whether a regulation is within 
the statutory authorization)). Most cases 
concerning the validity of, and weight to 
be given to, regulations and other agency 
guidance are not tax cases. 

In early 2011, the Mayo Foundation case 
(562 U.S. 44 (2011)) made clear that the 
two-step Chevron test (Chevron U.S.A. Inc. 
v. Natural Resources Defense Council, Inc., 
467 U.S. 837 (1984)) for determining 
whether a regulation is valid applies to al- 
most all federal agencies, including the IRS 
and the Treasury Department. Probably, 
few tax accountants (and few tax lawyers 
as well) attempt to keep up with devel- 
opments in nontax administrative law on 
the validity of regulations and other reg- 
ulatory guidance. Tax accountants may not 
have the time to interpret and apply non- 
tax administrative law. Accordingly, when 
a challenge to the application of regulato- 
ry guidance is anticipated, participation by 
tax litigation counsel familiar with current 
developments in administrative law is ad- 
visable. 

Timeout situation No. 8: Tax litigation 
counsel should be brought in when a 
large-dollar matter is before IRS Appeals 
for possible settlement. Legal counsel's 
presence makes the point to Appeals that 
the taxpayer would like to settle but is not 
reluctant to litigate. Bringing a tax litiga- 
tor to the table demonstrates that the tax- 
payer is ready, willing, and able to litigate. 
Tax litigation counsel also provides a coun- 
terweight to the IRS’s tax litigators, who in 
recent years have been given a larger role 
during administrative proceedings. In- 
deed, the IRS attorney who litigates the 
case for the IRS in Tax Court will often 
have previously had a role at the admin- 
istrative level. 

Timeout situation No. 9: This situation 
seems obvious and should go without say- 
ing. Tax litigation counsel should be 
brought in when the validity of a transac- 
tion is under the IRS microscope, and the 
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taxpayer relied on the accountant’s or at- 
torney’s advice in structuring the transac- 
tion. A CPA or attorney should never put 
himself or herself in the position of de- 
fending a transaction when one defense to 
the penalty imposed for the transaction is 
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the taxpayer's reliance on that CPA’s or at- 
torney’s professional advice. 

Timeout situation No. 10: Tax litigation 
counsel should be brought in to advise on 
tax planning issues where the transaction 
under consideration is “close to the edge” 
or aggressive. Attorney-client privilege is- 
sues are tricky, and Sec. 7525 privilege is- 
sues are even trickier, especially with its 
broad carve-out for tax shelter advice. Tax 
litigators develop a sense for not only 
whether a structure works in technical tax 
terms but also for how the structure will 
play in front of a generalist judge or a jury. 
The ultimate test for whether a structure 
works is often in the eyes of the beholder. 
In the U.S. justice system, a jury often has 
the ultimate say—which should make 
planners who go too close to the edge with 
an aggressive structure think twice. An as- 
sessment of how a judge or jury might react 
to an aggressive structure is best left in the 
hands of an experienced tax litigator. 
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ROLE OF THE CPA AND 
CHOOSING COUNSEL 

Of course, that a “timeout” should be called 
does not imply that the accountant should 
have no role going forward. It simply means 
that the reins need to be turned over to 
someone with tax litigation experience. 
Often, a tax accountant is “deputized” under 
aso-called Kovel arrangement, which allows 
the preservation of the attorney-client priv- 
ilege (under Kovel, 296 F2d 918 (2d Cir. 
1961)). In a Kovel arrangement, an ac- 
countant hired by a lawyer may be extend- 
ed the attorney-client privilege where the 
accountant assists the attorney. 

Obviously, many of the “timeout” situ- 
ations are driven by concerns about the 
prospect of a criminal investigation or 
charge, by a need to understand the rules 
of civil discovery and evidence, or by aneed 
to understand nontax administrative law. Ac- 
cordingly, tax litigation counsel selected for 
these situations should preferably have (1) 


a substantial background in litigating and try- 
ing cases, preferably including criminal law 
experience; (2) a deep substantive back- 
ground in tax law; and (3) a solid nontax ad- 
ministrative-law background. It is much less 
efficient, and probably more expensive, to 
have these functions performed by hiring a 
nontax litigator to assist a substantive tax 
lawyer who is not a litigator. Ideally, the de- 
sired attributes should be located in one well- 
qualified person. 


CONCLUSION 

There are times when it is perilous for a 
tax accountant to continue handling a tax 
matter. Some tax representation activities 
should be handled by well-qualified tax lit- 
igation counsel. It is extremely important 
for a tax accountant to spot the biggest per- 
ils quickly, so that regrettable, and some- 
times irreversible, actions are not taken. 
The tips in this article can help practi- 
tioners detect these situations early 
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FROM THE TAX ADVISER 


HEALTH CARE REFORM RULES 


Identifying FullTime Employees Who 
Change Jobs Within an Employer Group 


he IRS recently issued guidance under the Patient 

Protection and Affordable Care Act, PL. 111-148, 

on how to measure the lookback period for an em- 

ployee under the lookback 
measurement method when the measure- 
ment period applicable to the employee 
changes. The lookback measurement 
method is used to determine whether an 
employee is a full-time employee for pur- 
poses of the large-employer health cover- 
age shared-responsibility penalty under 
Sec. 4980H. A change in the measurement 
period might occur when an employee 
transfers within the same applicable large 
employer (ALE) from a position to which 
one measurement period applies to a posi- 
tion to which a different measurement pe- 
riod applies. It may also occur if the ALE 
member modifies the measurement 
method applicable to employees within a 
permissible employee category (e.g., hourly employees). No- 
tice 2014-49 contains a proposed approach for the applica- 
tion of the lookback measurement method in these 
situations. 

Under Sec. 4980H, an applicable large employer is subject 
to a penalty if its employer-sponsored health coverage does 
not provide “minimum essential coverage” or is unaffordable 
relative to the employee’ household income and at least one 
full-time employee has been certified as having enrolled in a 
qualified health plan with respect to which an applicable pre- 
mium tax credit or cost-sharing reduction is allowed or paid 
with respect to the employee. An employer is an “applicable 
large employer” for a calendar year if, during the preceding 
calendar year, it employed on average at least 50 full-time 
employees. Compliance with these rules requires employers 
to be able to identify full-time employees. Final regulations 
issued in February 2014 (T.D. 9655) dealt with the issue of 
identifying full-time employees, but did not address situa- 
tions in which an employee transfers between positions to 
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which different lookback measurement periods apply. The 
regulations also did not discuss the effect of an employer’ 
changing the measurement method for a category of employ- 
ees. Notice 2014-49 addresses these issues. 

Under the proposed rule, in general, if 
an employee is in the stability or adminis- 
trative period (i.e., the employee has 
worked a full standard or initial measuring 
period) and thus his or her full- or part- 
time status for the first position has been 
determined as of the date of transfer, the 
employee retains his or her status through 
the end of the associated stability period. 
For an employee who is not in a stability 
period or administrative period at the time 
of transfer, the employee’s status is deter- 
mined using the measurement period that 
applies to the second position, but hours 
of service in the first position are included. 

Until further guidance is issued (and at 
least through the end of calendar year 2016), employers can 
rely on Notice 2014-49. 

For a detailed discussion of the issues in this area, see “IRS 
Issues Additional PPACA Guidance on Identifying Full-Time 
Employees,” by William P. O’Malley, CPA, J.D., in the April 
2015 issue of The Tax Adviser. 

—Alistair M. Nevius, editor-in-chief, 
The Tax Adviser 


The Tax Adviser is the AICPA’s monthly journal of tax planning, 
trends, and techniques. AICPA members can subscribe to The Tax 
Adviser for a discounted price of $85 per year. Tax Section mem- 
bers can subscribe for a discounted price of $30 per year. Call 
800-513-3037 or email taxsection@aicpa.org fora subscription 
to the magazine or to become a member of the Tax Section. 


www.journalofaccountancy.com 








WORKFLOW 





‘is at the center of today’s 
digital firm... 
_and XCM IS ATTHE CENTER OF IT ALL. 


XCM is the leading cloud-based solution designed to 
support end-to-end workflow automation across all 
departments. XCM's comprehensive feature set enables you 
to easily manage clients, tasks, schedules, and projects in 


real time for unprecedented efficiency gains. a Ay | 
Call 781-356-5152 ~ - 


or learn more at: 


CPA.COM/Workflow e 


The power of smart business. 


















| » « a 


Accelerated Workflow Aut 


eCOM 








TASER AGCTICE 
CORNER 


Tax Practice Responsibilities 
Involved in Schedule UTP 





The need to file Schedule UTP, Uncertain Tax 
Position Statement, may have taken many corpo- 
rate taxpayers by surprise in 2014, since the 
asset threshold for compliance was lowered from 
$50 million to $10 million. 


In addition, the final UTP regulations issued in December 
2010 (Regs. Sec. 1.6012-2(a)(4), T.D. 9510) fell short of re- 
solving the concerns of many commentators that filing a 
Schedule UTP causes a waiver of the attorney-client privi- 
lege, the Sec. 7525 tax adviser privilege, or the work prod- 
uct doctrine. Provisions relating to the assertion of privilege 
were not included in the regulation. 


SCHEDULE UTP TRENDS 
Surprisingly, the number of Schedule UTP filers and number 
of reported positions were both lower in tax year 2013 com- 
pared with the three previous years (see IRS UTP Filing Sta- 
tistics, available at tinyurl.com/d92073I). Not surprisingly, 
the most typical UTPs in all years have to do with the Sec. 
41 research and development credit and Sec. 482 transfer 
pricing, with Sec. 263 (capitalization) and Sec. 199 (domes- 
tic production activities) tied for third place in terms of the 
substantive areas being reported. Many UTPs in the past 
four years also involved Sec. 162 (business expenses) issues. 
When the initial draft Schedule UTP was released in 
2010, passthrough and tax-exempt entities were excused 
from filing. However, the IRS has not modified its position 
that it will consider expanding the filing requirement to in- 
clude passthrough entities (see Announcement 2010-75), 


SCHEDULE UTP DISCLOSURE MECHANICS 

Now that the phase-in period under the UTP regulations has 
ended and the UTP reporting threshold has dropped, tax 
practitioners are struggling more than ever with the me- 
chanics of filing Schedule UTP while preserving the privi- 
leged status of workpapers and tax positions. Until Congress 
acts or the courts resolve these issues, it is unclear whether 
filing a Schedule UTP will cause the waiver of a privilege. 
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Consequently, tax practitioners considering whether to file a 
Schedule UTP should make sure they thoroughly under- 
stand the reporting requirements under the UTP regulations 
and file only if absolutely necessary and only in the required 
form and content of disclosure. 

UTP reporting is required of all corporations that prepare 
or issue audited financial statements, that have assets equal 
to or exceeding $10 million, that have taken a tax position 
on their U.S. federal income tax return for the current or a 
prior tax year, and either: 
™ Recorded a reserve with respect to the tax position for 

U.S. federal income tax, interest, or penalty; or 
Did not record a reserve for a tax position for which 

litigation is anticipated. 

A corporation expects to litigate a position if it deter- 
mines that the probability of settling with the IRS is less 
than 50% and that under applicable accounting standards 
(GAAP IFRS, etc.), no reserve was recorded because the cor- 
poration determines it is more likely than not to prevail on 
the merits in litigation (see also “Schedule UTP: The Early 
Returns Are In,” JofA, Nov. 2012, page 54). 

If it is determined that the corporation is required to file 
a Schedule UTP, the tax practitioner should pay particular 
attention to Part III, which requires a concise description of 
all UTPs identified in Parts I and II of the schedule. It is a 
description of the relevant facts affecting the tax treatment 
of the position and information that reasonably can be 
expected to apprise the IRS of the identity of the tax posi- 
tion and the nature of the issue. It does not require the 
corporate taxpayer to disclose the rationale and nature of 
the uncertainty, 

Taxpayers must remain vigilant when drafting the de- 
scription of UTPs.in Part III to avoid inadvertently disclos- 
ing any opinions, analyses, or evaluations that are protected 
by the attorney-client, federal tax advice, or work product 
privileges. The description should be limited to the informa- 
tion required by the instructions to Part III of Schedule UTP 
On the one hand, professional practice rules would have the 
preparer disclosing very little about the transaction so as to 
not waive privileges. On the other hand, IRS guidance fo- 
cuses on ensuring that descriptions (in addition to identify- 
ing a tax issue) provide sufficient relevant facts affecting the 
tax treatment of the item and sufficiently describe the nature 
of the issue. This presents the preparer with a Catch-22: to 
overdisclose and possibly waive privilege, or to underdis- 
close and face the consequences of improper disclosure, 
which arguably could trigger a variety of penalties. The IRS’s 
guidance is available at tinyurl.com/8mgwke9, 


PENALTIES | 
Sec. 6662 requires a taxpayer to disclose tax return posi- 
tions for which the taxpayer does not have substantial 
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authority or face potential penalties. In Announcement 
2010-9, the IRS said it was considering seeking legislation 
to impose a failure-to-file penalty if Schedule UTP was 
omitted or did not provide adequate disclosure. Following 
the logic of the announcement, the IRS would have to 
conclude that a defective or missing Schedule UTP would 
rise to the level of a Sec. 6651(a) penalty for a complete 
failure to file a required return. Many commentators 
believe that the IRS’s position exceeds the bounds set by 
Congress, and to date, no such legislation has been 
introduced. 

To be cautious, tax return preparers should, at a mini- 
mum, perform two layers of due diligence. First, they 
should reasonably inquire whether any tax positions may 
rise to the level of disclosure. If so, they should craft a dis- 
closure that provides sufficient information to consider the 
return complete while ensuring the disclosure does not in- 
advertently waive privileges or other evidentiary protection 
held by taxpayers. 





MORE DUE DILIGENCE NEEDED 
As a road map to potential audit issues, Schedule UTP has 
drawn much attention over the past few years. However, 





many taxpayers and preparers have failed to focus on it, due 

to the high threshold of applicability. Now, since the asset 

threshold for filing has lowered, many more tax return pre- 
parers will need to take the following actions, requiring 
more due diligence: 

Determine whether a Schedule UTP is required. 

m Ifa Schedule UTP is required, then determine how the 
preparer will comply with the disclosure rules while 
avoiding inadvertent waiver of various taxpayer legal 
protections. 

m@ Determine how to communicate with clients regarding 
the possibility of various penalties associated with non- 


o, 


filing or inadequate disclosure. ~ 





By Robert A. Mathers, CPA/PFS/ABY, J.D. (rmathers@ 
dkattorneys.com), shareholder, and Mark Kmiecik, J.D., LL.M. 
(mkmiecik@dkattorneys.com), senior attorney, both with Davis & 
Kuelthau SC in Wisconsin. Mathers also is a member of the 
AICPA Tax Practice Responsibilities Committee. 





To comment on this article or to suggest an idea for another 
article, contact Paul Bonner, senior editor, at pbonner@aicpa.org 


or 919-402-4434. 












BUSINESS SUCCESS STORIES ARE 
WRITTEN WITH THE HELP OF A CPA 


Could this story be yours? When we opened our ad 
agency, we knew we were in a volatile business. When 
a client’s sales drop because of economic downturns, 
elViets Marc 1 Me (CMe allel i Marketing. And that affects us. 
Our CPA is a trusted partner, always helping us position 
ourselves for whatever the future throws our way. 

To make your business #CPAPOWERED, 

call today:and let’s get started. 


AICPA) 


© 2015 American Institute of CPAs. All rights reser ved. 





CPA SECRET NO. 42 
Protect Your Business 
From Economic Downturns 


Always be on the lookout for changes you need to 
make in your product line, services and processes 
to keep your business relevant and successful, 
no matter which way the economy turns. ACPA 
can show you ways to be proactive, competitive 
and diversify your offerings. 
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Small Businesses Excused 
From Filing Form 3115 to 
Comply With Repair Regs. 
IRS provides relief requested by AICPA 
and numerous others for accounting 
method changes. 


Small business taxpayers will be allowed 
to make certain accounting method 
changes under the tangible property (or 
“repair”) regulations without filing Form 
3115, Application for Change in Accounting 
Method, in their first tax year beginning on 
or after Jan. 1, 2014, the effective date of 
the repair regulations, the IRS announced 
in Rev. Proc. 2015-20. The revenue pro- 
cedure also allows small businesses to 
make certain accounting method changes 
on a cutoff basis, that is, with a Sec. 481(a) 
adjustment that only takes into account 
amounts paid or incurred, and disposi- 
tions, in tax years beginning on or after 
Jan. 1, 2014. 

For purposes of the revenue procedure, 
a small business is defined as one with total 
assets of less than $10 million on the first 
day of the tax year for which the ac- 
counting method change is effective or 
with average annual gross receipts of $10 
million or less for the prior three tax years. 
The IRS reports that since issuing the final 


fe 
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repair regulations, it received numerous re- 
quests to make the process of applying the 
regulations simpler for small businesses 
and especially to allow them to apply the 
new rules on a cutoff basis and without 
filing Form 3115 (see, e.g., the AICPA’ 
letters of Oct. 8, 2014, and Nov. 7, 2014, 
at tinyurl.com/n6vtwq7 and tinyurl.com/ 
m6sdse7, respectively, and prior cover- 
age, “Tax Matters: AICPA: Repair Regula- 
tions’ De Minimis Safe Harbor Is Set Too 
Low,” JofA, Jan. 2015, page 72). 

In response to this feedback, the IRS is 
allowing small businesses that choose to 
prospectively apply the tangible property 
regulations to amounts paid or incurred, 
and dispositions, in tax years beginning on 
or after Jan. 1, 2014, to make tangible prop- 
erty accounting method changes with a Sec. 
48 1(a) adjustment covered by the revenue 
procedure on their federal tax return with- 
out including a separate Form 3115 or sep- 
arate statement. Taxpayers that wish to file 
Form 3115 may do so, however. 

In addition, the IRS is asking taxpayers 
to comment on whether the de minimis safe 
harbor under the tangible property regu- 
lations for taxpayers without applicable fi- 
nancial statements, which is currently 
$500, should be increased. Comments 
should be submitted to the IRS by April 21 
to the addresses in the revenue procedure. 

In a prepared statement, Barry Melan- 
con, president and CEO of the AICPA, wel- 
comed the changes announced in the 
revenue procedure, saying, “The AICPA 


and the state CPA societies have made nu- 
merous requests on behalf of our members 
and their small business clients for this re- 
lief over several months. We appreciate that 
the IRS understood how burdensome the 
regulations are for small business and acted 
to provide relief for 2014 and future year 
tax returns.” 
@ Rev. Proc. 2015-20 


By Sally P. Schreiber, J.D., a JofA senior 
editor. 


Sec. 4980D Excise Tax Relief 
Is Available for Certain Small 
Employers 

IRS gives limited transition relief for 
employer payment plans and 2% 

S corporation shareholder arrangements. 


In Notice 2015-17, the IRS announced 
transition relief from the application of the 
Sec. 4980D excise tax, which applies to 
health plans that do not meet the market 
reform requirements of the Patient Pro- 
tection and Affordable Care Act (PPACA), 
PL. 111-148. 

The Sec. 4980D excise tax of $100 per 
day per affected participant applies to 
health insurance employer payment plans 
that do not comply with the market re- 
forms imposed on group health plans by 
PPACA. 

The AICPA had been pressing the gov- 
ernment for months to provide answers on 
this issue and transition relief. Earlier IRS 
guidance (Notice 2013-54) caused great 
confusion among practitioners about how 
to treat reimbursements of 

medical insurance 
premiums through 
employer payment 
plans and S corpo- 
ration health care 
arrangements for 2% 
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S corporation shareholder-employees. The 
latest notice provides some clarification. It 
also announced that employers with em- 
ployer payment plans as described in No- 
tice 2013-54 that are not applicable large 
employers are eligible for temporary relief 
from assessment of the Sec. 4980D excise 
tax. An employer is not an applicable large 
employer (and therefore is not liable for the 
Sec. 4980H shared-responsibility payment) 
if it employs fewer than 50 full-time em- 
ployees on business days during the pre- 
ceding calendar year. This relief applied 
through 2014 and, for employers that are 
not applicable large employers in 2015, 
through June 30, 2015. This is intended to 
give small employers additional time to find 
health insurance coverage that complies 
with the law. Eligible employers are also ex- 
cused from filing Form 8928, Return of Cer- 
tain Excise Taxes Under Chapter 43 of the 
Internal Revenue Code. 

In the notice, the IRS also addresses the 
treatment of a 2% S corporation share- 
holder. In a 2% shareholder-employee 
health care arrangement, the corporation 
typically purchases insurance for the 
shareholder, the premiums are included in 
the shareholders income, and he or she 
takes a deduction for them. Until further 
notice and at least until the end of 2015, 
these 2% shareholder plans will not be re- 
quired to meet the market reform re- 
quirements. S corporations with these 
arrangements also will not be required to 
file Form 8928. 

The notice also discusses the integration 
of a Medicare premium reimbursement 
arrangement and a TRICARE-related health 
reimbursement arrangement (HRA) with a 
group health plan and whether those plans 
qualify as group health plans that satisfy the 
market reform rules. 

In addition, the notice discusses 
whether certain employer payments to 
employees for health insurance coverage 
satisfy the requirements of the health care 
reform law. 

@ Notice 2015-17 


By Sally P. Schreiber, J.D., a JofA senior 
editor. 
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Egg Donor’s Payment for 
Pain Is Taxable Income 


Payments a woman received under a 
voluntary egg-donation contract could 
not be excluded from income as damages 
for physical injury or sickness under 
Sec. 104(a)(2). 


The Tax Court held that a woman could 
not exclude from gross income the pay- 
ments she received under contract for pain 
and suffering she experienced from pro- 
viding her eggs to infertile women under 
two egg-donation contracts. Although the 
contracts clearly stated the payments were 
in part for pain and suffering, the amounts 
were not damages under Sec. 104(a)Q) 
because the payments were compensation 
for an advance waiver of damages, ac- 
cording to the court. 

Facts: During 2009, Nichelle Perez 
signed two egg-donation contracts with 
The Donor Source, a California for-profit 
company that matches egg donors with 
women and couples who are attempting 
to have a child. As part of the egg-dona- 
tion process, Perez was required to com- 
plete certain medical procedures at her 
home and in a clinic, in return for which 
she would be compensated for her time, 
effort, inconvenience, and pain and suf- 
fering during the process. Payment was 
not contingent upon Perez's producing 
usable eggs, nor was it for the sale of body 
parts. In 2009, she went through the egg- 





donation process twice, causing her sig- 
nificant pain, discomfort, and distress. 
She received $10,000 for each egg dona- 
tion and later received a 2009 Form 1099 
for $20,000. Perez did not report the 
$20,000 on her 2009 federal income tax 
return and later received a deficiency no- 
tice from the IRS. She petitioned the Tax 
Court for relief. 

Issues: Sec. 104(a)(2) excludes from 
gross income any amount of damages (other 
than punitive damages) received because of 
physical injuries or physical sickness. The 
excludable damages can be received from 
a lawsuit or from an out-of-court settlement 
and can be received either periodically or 
as a lump sum. Regs. Sec. 1.104-1(c)(1) 
defines damages as an “amount received 
(other than workers’ compensation) 
through prosecution of a legal suit or 
action or through a settlement agreement 
entered into in lieu of prosecution.” 

The taxpayer argued that the payments 
were for the pain, suffering, and physical 
injuries she suffered because of the egg- 
donation process and that the amount 
should be excluded from income under 
Sec. 104(a)(2) despite the fact that she did 
not receive the payments in a lawsuit or 
under threat of a lawsuit. She contended 
that the regulation’s requirement of a law- 
suit or a threat of a lawsuit was an imper- 
missible interpretation of the statute. The 
IRS argued that the payments were com- 
pensation for services and thus taxable. 
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Holding: The court believed that Perez 
endured pain and suffering from personal 
injuries, but because she signed a volun- 
tary contract in advance of those injuries 


LINE ITEM 

IRS Disagrees With Tax 
Court on Partners’ COD 
Exclusion 





ership 
1 the state 
d goon Ww 


part- 
(nou n) 
we shoul 
The IRS will not acquiesce to Tax Court 
decisions allowing general partners who 
guaranteed the debt of their partnership 
and were not in bankruptcy in their 
individual capacity to exclude from gross 
income cancellation-of-debt (COD) 
income arising from a Title 11 bank- 
ruptcy proceeding of the partnership 
(Action on Decision 2015-001). 

The cases are Estate of Martinez (T.C. 
Memo. 2004-150), Gracia (T.C. Memo. 
2004-147), Mirarchi (T.C. Memo. 2004- 
148), and Price (T.C. Memo. 2004-149). 
In holding the plaintiffs could exclude 
their entire shares of a partnership's 
COD income from gross income, the 
Tax Court, invoking the principle of judi- 
cial comity, found no reason to question 
the bankruptcy court's assertion of ju- 
risdiction over the partners individually 
for the purpose of discharging and re- 
leasing them from liability for claims aris- 
ing from their status as general partners 
and their personal guaranty agreements. 

However, in the action on decision, 
the IRS pointed to the legislative his- 
tory of Sec. 108(a)(1), which provides 
exclusion of COD income for reasons 
including discharge in a Title 11 case 
and insolvency. The IRS averred that 
the exclusion applies only to the bank- 
rupt or insolvent partners and not to all 
the partners of a bankrupt partnership. 
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under which she received compensation 
for them, the payments were received from 
a waiver, rather than damages. The court 
added, “We see no limit on the mischief 
that ruling in Perez’s favor might cause,” 
citing professional athletes, construction 
workers, farmers, and ranchers, all of 
whose compensation reflects a risk that 
they may endure pain and suffering by per- 
forming the services they agree to in their 
contracts. If the clinic or The Donor Source 
had exceeded the terms of the contract, an 
argument could be made the payments 
were damages; however, the clinic and The 
Donor Source did exactly what Perez con- 
sented to, so the payments were compen- 
sation for services, according to the court. 

In 1996, an amendment to Sec. 
104(a)(2) dropped a requirement that the 
excludable amounts must be based on 
some tort or tort-type claim, and, in 
2009, the Sec. 104 regulations were also 
amended to reflect the change in the law. 
However, the Tax Court concluded that 
this did not affect the outcome in the tax- 
payer's case. The Tax Court found that the 
amended regulations merely kept the tax 
law in alignment with the shift in Amer- 
ican law from common law tort remedies 


toward administrative or statutory (no- 
fault) remedies. 
@ Perez, 144 T.C. No. 4 (2015) 


By Charles J. Reichert, CPA, instructor of 
accounting, University of Minnesota—Duluth. 


IRS Issues New and Revised 
Passenger Automobile 
Depreciation Limits 

New figures for 2014 reflect the 
retroactive extension of bonus 
depreciation. 


The IRS revised the amounts of deprecia- 
tion taxpayers can take for the first year they 
use a passenger automobile (including a 
truck or van) for business in 2014 and is- 
sued new figures for 2015 (Rev. Proc. 2015- 
19, amplifying and modifying Rev. Proc. 
2014-21). The revised numbers for 2014 
were necessary because the Tax Increase 
Prevention Act of 2014, PL. 113-295, ex- 
tended bonus depreciation retroactively to 
the beginning of 2014. However, the act did 
not extend bonus depreciation for 2015, so 
an additional bonus depreciation amount 
is unavailable for passenger automobiles 
placed in service in 2015. 


Highest Foreign eee Income Exclusions 


Country of residence Average amount* 


: OesBermiida seteaeamaey 


$85,721 


$82,104 


_ Luxembourg — 


at3 


4 


5 


6 = 


10 


$81,838 


$79,132 


$78,087 


$77,298 


_ $76,869 


_ Singapore 


Switzerland — 
i __ Angola _ 
Belgium — 


— Kuwait 


Afghanistan 


Saudi Ar Arabia 


All geographic ar TORS ihc aoa 63,089 


“ Before deductions, per return filing Form 2959, Foreign Earned Income, 


tax year 2011. 


Source: IRS Statistics of Income, Individual Foreign Earned Income/Foreign Tax Credit, Table 2, 


available at tinyurl.com/Ig7jqdx. 
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IFRS Certificate 
Program 


“The IFRS Certificate Program crystalized the many 
different issues that are at the heart of the U.S. move 
toward international standards. The 25 modules were 
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“call 800.634.6780 to speak with a training representative. 


PLO 


ILLUSTRATION BY COGALISTOCK 








Under the retroactive extension, the 
amount of the first-year depreciation lim- 
itation for 2014 for passenger automobiles 
to which bonus depreciation applies is 
increased by $8,000. For passenger auto- 
mobiles (other than trucks or vans) placed 
in service during calendar year 2014 to 
which 50% first-year bonus depreciation 
applies, the depreciation limit under Sec. 
280F(d)(7) is $11,160 for the first tax year. 
Trucks and vans to which bonus depreci- 
ation applies have a slightly higher limit: 
$11,460 for the first tax year. 

For 2015, for passenger automobiles 
(other than trucks or vans) placed in serv- 
ice during that calendar year, the depreci- 
ation limit under Sec. 280F(d)(7) is $3,160 
for the first tax year. For trucks and vans, 
the limit is $3,460 for the first tax year. 

For passenger automobiles for 2015, 
the limits are $5,100 for the second tax 
year; $3,050 for the third tax year; and 
$1,875 for each successive tax year. 

For trucks and vans for 2015, the lim- 
its are $5,600 for the second tax year; 
$3,350 for the third tax year; and $1,975 
for each successive tax year. 

Sec. 280F(c) limits deductions for the 
cost of leasing automobiles, expressed as 
an income inclusion amount according to 
a formula and tables prescribed under 
Regs. Sec. 1.280F-7. The revenue proce- 
dure provides an updated table of the 
amounts to be included in income by 
lessees of passenger automobiles and an- 
other for trucks and vans, in both cases 
with lease terms that begin in calendar 
year 2015. 


By Sally P. Schreiber, J.D., a JofA senior 
editor. 
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Proposed Rules Would 
Govern Sec. 41 Credit for 
Software 

The IRS offers a test and safe harbor for 
qualifying dual-function internal-use 
software. 


The IRS issued long-awaited proposed 
rules on what type of internal-use software 
qualifies for the Sec. 41 research credit 
(REG-153656-03). Although the new 
rules are proposed, not final, the IRS says 
it will not challenge taxpayers’ return po- 
sitions that apply these rules currently, 

Final regulations (T.D. 8930) on in- 
ternal-use software and the research cred- 
it were released in 2001 but caused 
considerable controversy among practi- 
tioners. In response, in 2004, the IRS is- 
sued an advance notice of proposed 
rulemaking (2004 ANPRM), announcing 
that it would consider the comments it 
had received and promulgate new pro- 
posed regulations. 

Internal-use software is software de- 
veloped by (or for the benefit of) the tax- 
payer primarily for use in general and 
administrative functions that facilitate or 








support the conduct of the taxpayer's 
trade or business. General and adminis- 
trative functions are limited to financial 
management, human resources manage- 
ment, and support services functions. In- 
ternal-use software generally does not 
qualify for the credit but can if it meets a 
high-threshold-of-innovation test with 
three requirements: 

1. The software is innovative (defined 
as resulting in a reduction in cost or im- 
provement in speed or other measurable 
improvement that is substantial and eco- 
nomically significant, if the development 
is or would have been successful): 

2. The taxpayer incurs significant eco- 
nomic risk in developing the software (has 
committed substantial resources to de- 
velop it and, due to technical risk, there 
is substantial uncertainty that the costs of 
development will be recovered in a rea- 
sonable time); and 

3. The software is not commercially 
available without considerable modifica- 
tion (i.e., the software cannot be purchased, 
leased, or licensed and used for the in- 
tended purpose without modifications that 
would satisfy the first two requirements), 
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Dual-function internal-use software, 
which serves functions that are general 
and administrative and those that are 
not, must overcome a presumption in 
the proposed rules that it is developed 
for nonqualifying internal use. The pre- 
sumption will not apply if the taxpayer 
“can identify a subset of elements of dual 
function computer software that only 
enables a taxpayer to interact with third 
parties or to allow third parties to initi- 
ate functions or review data (third party 
subset)” (REG-153656-03, preamble). 
However, if the taxpayer can identify a 
third-party subset of the dual-function 
computer software, the portion of re- 
search expenditures allocable to the 
third-party subset may be eligible for the 
research credit, provided all the other 
applicable requirements are met. 

In addition, the rules will provide a 


TAX MATTERS 


safe harbor that applies to dual-function 
software if a third-party subset cannot be 
identified, or to the remaining subset of 
dual-function computer software after the 
third-party subset has been identified 
(dual-function subset). Under the safe 
harbor, 25% of the taxpayer's qualified re- 
search expenditures of the dual-function 
subset is included in computing the 
amount of the credit if the taxpayer's re- 
search activities for the dual-function sub- 
set are qualified research and the use of 
the dual-function subset by third parties 
or by the taxpayer to interact with third 
parties is reasonably anticipated to con- 
stitute at least 10% of the dual-function 
subset’s use. 

Requests for comments. The IRS re- 
quested comments on all aspects of these 
proposed rules but is especially interest- 
ed in (1) comments on the appropriate 


definition and treatment of connectivity 
software that allows multiple processes 
running on one or more machines to in- 
teract across a network, sometimes re- 
ferred to as bridging software, integration 
software, or middleware; (2) for the dual- 
function safe harbor, comments on the 
ease of measuring the reasonably antici- 
pated use of software to interact with third 
parties and by third parties to initiate 
functions or review data based on rea- 
sonable methods, such as processing time, 
amount of data transfer, etc.; and (3) 
which facts and circumstances, other than 
those set out in the legislative history, 
should be considered in determining 
whether internal-use software satisfies the 
three prongs of the high-threshold-of- 
innovation test. 

Effective date. Although many com- 
menters had requested that these regula- 
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Charitable Deductions by Estates 


@ Percentage of returns claiming deduction 


m Charitable deductions as a percentage of taxable gross estates 


2001 
($675,000) 


2004 
($1.5 million) 


2007 
($2 million) 


2009 
($3.5 million) 


Death year (and exclusion amount) 


Charitable deductions by taxable estates fell from 2007 to 2011 ina 
aggregate taxable estates. The percentage of taxable estates claimin 
20% to 30% from 2001 to 2011, and the avera 
reduction in the overall number of taxable estat 


charitable deduction (from 10,294 to 1,344). 


Source: IRS Estate Tax Statistics, Table 1, tinyurl.com/kfxsap4. 
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tions apply retroactively, the IRS decided 
to apply them prospectively. Therefore, 
they will apply to tax years ending on or 
after the date they are published as final 
in the Federal Register. However, the IRS 
will not challenge return positions ap- 
plying these rules for tax years ending on 
or after Jan. 1, 2015. For tax years end- 
ing before that date, taxpayers may choose 
to follow either all of the internal-use soft- 
ware provisions of Regs. Sec. 1.41-4(c)(6) 
in the 2001 final regulations or all of the 
internal-use software provisions of Regs. 
Sec. 1.41-4(c)(6) in the 2001 proposed 
regulations. 
@ REG-153656-03 


By Sally P. Schreiber, J.D., a JofA senior 
editor. te 


Tax Matters editor Paul Bonner can be 
reached at pbonner@aicpa.org or 919-402- 
4434. 
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The IRS issued regulations under Sec. 
909 regarding the foreign tax credit split- 
ter rules. Under Sec. 909, if a foreign tax 
credit splitting event occurs with respect 
to a foreign income tax paid or accrued 
by a taxpayer, the taxpayer cannot take 
the foreign tax into account for federal in- 


come tax purposes before the tax year in 
which the taxpayer takes the related in- 
come into account (T.D. 9710). The new 
regulations finalize with a few minor clar- 
ifications the temporary regulations issued 
under Sec. 909 in 2012. 

Included in the clarifications are 
changes to the definitions of reverse- 
hybrid splitter arrangements, loss-sharing 
splitter arrangements, and hybrid-instru- 
ment splitter arrangements and to the in- 
terim mechanical rules for tracking split 
taxes and related income. The preamble 
to the regulations notes that the regula- 
tions do not address other mechanical 
issues and that the IRS is still consider- 
ing these issues and will address them 
in future guidance. 

These final rules apply to tax years 
ending after Feb. 9, 2015. 
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A /-Step Career Checkup 





These questions will help determine if you are 


still on track to obtain that dream job. 


by Beth A. Berk, CPA, CGMA 


s they go through life, many CPAs set career 
goals that include attaining a specific title or 
role. That could range from being named CFO 
at a Fortune 500 firm to owning their own business. 


Some of these goals, such as moving into the C-suite or being a 
partner at a public accounting firm, are obviously long-term ob- 
jectives. There will be many years, and sometimes decades, be- 
tween where you are in your career now and obtaining that dream 
title. So how do you know if you are still on track to reach that goal? 
How can you recognize if you’ve gotten stuck—whether in mid- 
dle management or simply in a job that can no longer help you 
reach your desired career objective? 

Far too often, job seekers tell me that they are frustrated that 
their careers aren’t progressing in the manner they envisioned. 
CPAs, whether in public accounting or business and industry, can 
get stuck due to issues in three main areas: skills (technical, edu- 
cation/training, and soft skills), lifestyle choices (location, cost of 
living, and work/life balance), and awareness/self-awareness 
(knowing your strengths and weaknesses, understanding what oth- 
ers think of you, and fitting into your team’s culture). 

During the course of your career, you should continually assess 
yourself in these areas through a career checkup. Once a year, take 
time to think about where you are in your career and where you 
want to go. Determine if you’re still moving toward that goal and, 
if not, figure out why. This assessment will help prevent you from 
getting stuck. Here are some questions to ask during your next 
career self-assessment: 

1. Do you know the “rules” for climbing your organization’s 
corporate ladder to ensure you can, in fact, climb it? For 
example, if all previous CFOs at your company have 
worked at a Big Four public accounting firm, and your 
background is different, what is the likelihood that you can 
work your way up to the CFO role? Should you be setting 
your sights on a different company or a different industry? 

2. Are you the one who offers suggestions and ideas at work, 
or do you implement others’ ideas? For example: Do you 
make recommendations for your department/business unit 
that can be implemented companywide that may result in 
higher revenue generation or lower costs? Developing 
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ideas, not just implementing someone else’s vision, can help 
get you promoted. 

3. When given the opportunity to mentor or train staff, do you 
happily do so, or do you view this as another thing to add 
to your already busy day? Are you helping to cross-train 
staff so they can be promoted and you can be promoted, 
too? Or are staff members going around you or getting pro- 
moted above you? 

4. Inasimilar vein, do your peers and senior management view 
you as the “go to” person for getting things done? If not, 
what can you do to be seen as that type of employee? 

5. How do your lifestyle choices align with your current ca- 
reer trajectory? Influencing factors include where you live, 
your family situation, your health, and your personal work/life 
balance ideal. Maybe you live in an area where career op- 
tions in your industry or profession are limited. You may have 
to relocate to get ahead, especially if your organization has 
multiple locations nationally or worldwide. 

6. Is management keeping you where it needs you—to your 
detriment? Sometimes managers are content to keep a 
strong technical employee in the same spot simply because 
it makes the manager’s job easier. That prevents the growth 
necessary for advancement. How does management view 
you and your future in the company? Have you ever asked? 
Perception is reality—both in politics and promotions. 

7. Lastly, how do you deal with change? Consider getting out 
of your comfort zone regularly. Doing so will showcase your 
ability to adapt and learn about yourself and new things, al- 
lowing you to lead others. 

Everyone’s situation is different. Your career path doesn’t have 
to be the same as the person in the cube or office next door. Too 
much patience or lack of speaking up can eventually turn into com- 
placency, frustration, and lack of engagement—habits that can stop 
your advancement right in its tracks. By giving yourself a career 
checkup regularly, you can stay proactive and create strategies 
that will help you reach your goals. 

(This article is adapted from “A Seven-Step Career Checkup,” 
CPA Insider, July 14, 2014.) 





Beth A. Berk, CPA, CGMA (bethaberk@msn.com), is an inde- 
pendent recruiter based in Maryland. 
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Why Do Your Top 
Employees Stay? 





lf you want to keep your stars, preempt the exit 


interview with a “stay interview.” 


by Doug Blizzard 


s the economy slowly improves, many com- 

panies are concerned that their top talent 

might leave for greener pastures. Before these 
key people become former employees or, worse, dis- 
gruntled and unengaged employees, consider con- 
ducting “stay” interviews with them. 


What is a “stay” interview? It’s akin to an exit interview, but the 
goal is to understand why the employee is staying with your 
firm. The idea is that once you identify those factors, you can 
reinforce or amplify them. Stay interviews, in other words, are 
designed to prevent you from needing exit interviews. 


Reasons Employees Stay 

Employees stay with companies for many reasons: pay, ben- 
efits, stock options, career opportunities, security, a good man- 
ager, family-friendly policies and schedules, etc. Yet each em- 
ployee may join and remain at a company for different reasons. 
And those reasons change as people move through their lives. 
Unfortunately, at many companies the reality that people are 
different collides with a company’s desire to be consistent, leav- 
ing many key performers unsatisfied. 

But what if you knew that the main reason your top ac- 
countant remains at your company was for a flexible work 
schedule? Armed with that knowledge, how would you con- 
front a new leader who doesn’t believe in flextime and wants 
everyone working a standard 8-to-5 in-the-office schedule? For 
many technical managers, “work at home” sounds like an op- 
portunity to be taken advantage of, so they avoid or minimize 
it. They can all recount that one person who did, in fact, take 
advantage of it. That belief system is called “managing for the 
5%.” In other words, managers let the 5% who may do wrong 
shape practices for the other 95%. 

In a stay interview, you “interview” your top performers and 
your top potential performers periodically before there are any 
hints that they might leave. Find out what’s on their mind. What’s 
important to them? Are they having any issues? Ask them for 
ideas to improve culture, processes, and policies. Keep the 






questions simple and conversational. 
Don’t over-engineer this process. The 
discussion is more important than the 
form. Stay interviews are best done one on 
one and face to face or, worst-case sce- 
nario, over the phone. Don’t rely on an online 
survey for a stay interview. 
Since you are talking to good employees in ad- 
vance, you'll hopefully have time to improve and re- 
inforce the factors that are important to them while 
they are still a part of your organization. A word of cau- 
tion: Be prepared to apply what you learn to the work envi- 
ronment. It’s much worse when you find out about a problem and 
do nothing about it versus just being conveniently unaware. 
Ideally, stay interviews bring star employees even closer to 
the company because they know they have a real voice and 
that management cares. The interviews are a great trust-build- 
ing opportunity. 


What to Ask ° 
So what do you ask workers during these interviews? My or- 
ganization advises companies to consider: 

mm Why have you chosen to remain with our organization? 

= Are we meeting your career development goals? 

© If an outside recruiter were to contact you, what reasons 

would you list for not being interested in another job op- 
portunity? 

What do you enjoy most about your job? 

= What improvements could the company make? 

Stay interviews aren’t meant to be a substitute for overall 
employee satisfaction surveys or exit interviews. However, stay 
interviews are laser focused on only one employee subset ... 
your best employees. 

(This article is adapted from “Why Do Your Top Employees 
Stay?” CPA Insider, Sept. 8, 2014.) 
a ee 
Doug Blizzard (doug. blizzard@capital.org) is the vice president 
of membership for CAI Inc., a human resource management 
firm with locations in Raleigh, N.C., and Greensboro, N.C. 
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How to Prevent New Stars 
From Flaming Out 


Getting off to a good start can make a big difference in the long-term success of 


a new employee. 


by Doug Blizzard 


he first day on the job can create a range of 

emotions for anew employee: excitement, an- 

ticipation, fear. Getting off to a good start can 
make the difference between an employee being mo- 
tivated and engaged or just riding out his or her time 
until something better comes along. 


I’m going to illustrate my point by tracking the first-day expe- 
riences of two new star employees: Jane Regret and Tom 
Happy. Which of these employees would be working at your 
firm? 

Jane’s first day starts with ner ar- 
riving early, beaming with excitement. 

But Jane becomes concerned as she 

learns the receptionist wasn’t 

expecting her and doesn’t know 

whether her boss, Joe Smith, is in. 

After 10 minutes of calls and pages, 

the receptionist finally reaches Joe, who 
apparently forgot Jane was starting that day. 

Jane is sent to HR to fill out paperwork and is told that 
Joe will meet her later. Jane spends the next two hours 
in HR signing forms, hearing about benefits, and watch- 
ing an old company video. HR then escorts Jane to her 
desk, which really isn’t her desk because the company 
hasn’t yet figured out where she will sit. HR gives Jane 
the policy manual to read and sign and a catalog to order 
supplies and tells her that her computer should arrive in 
a few days. 

Joe Smith finally pops in between meetings for a 
quick hello, telling Jane he’ll see her at Fred’s going- 
away party this afternoon. After going out to lunch 
by herself, Jane attends the party for Fred, who is 
moving on after only five years. Joe actually misses 
the party, so Jane will try to find him on Tuesday. Jane 
gets home and tells her husband that she may have 
made a big mistake. 
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Free Shirts and Baseball Tickets 
Now, let’s check in with Tom Happy. One day, Tom’s wife, Linda, 
is surprised to find a large package from Tom’s new employer 
on the porch—even though he hasn’t started working there yet. 
As Linda opens the box, she says to Tom, “Wow, it’s all kinds 
of company merchandise—shirts, hats, sweatshirts. There is 
also a copy of the company handbook for you to read. And, 
look, there are tickets to the local baseball game. How did they 
know we love baseball? And a note from your boss, Jack Smith: 
‘Welcome aboard, can’t wait to start hitting home runs together. 
See you in a month!’” 
Tom arrives early on his first day, and as 
he approaches the receptionist, he 
sees his picture on the large TV 
in the lobby. The TV has a cap- 
tion that reads, “Today is Tom 
Happy day! Welcome, Tom.” 
The receptionist greets Tom 
and tells him that Jack will be 
right there. Jack arrives shortly and tells Tom, “lam 
so glad you are here. We need you to sign some pa- 
perwork, but first let’s meet your teammates.” As they 
approach Tom’s work area he sees streamers, bal- 
loons, and a group of people. 

Tom’s teammates have gathered to welcome him 
with coffee and bagels. They talk about baseball and 
their kids, and share funny stories. When Tom enters 
his office, everything is there—supplies, a comput- 
er, and business cards. After a quick visit to HR, Tom 

and Jack meet for several hours to review Tom’s 90- 
day plan and success factors. Several co-workers 
take Tom to lunch, where they share company his- 
tory and reveal why they like working there. They 
tell Tom how important his role is to the team and 
answer his questions about his new job. Tom arrives 
home beaming and tells Linda how she won't be- 
lieve the day he had. Linda replies, “I have an idea. 
Look what Jack sent us—a bottle of wine with a 
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note that reads, ‘Welcome aboard, Tom and Linda. Let’s raise ing, celebrate your new stars. 
a toast to a great new relationship. We’re so glad you two have = One-on-one time with supervisor and other leader- 
joined our family.’ ” ship. Don’t rush employees onto the payroll if you don’t 

These stories, while extreme, teach us valuable lessons have time to spend with them. Consider having new em- 
about how we should treat new employees. Think about Tom ployees start on a day other than Monday. 
and Jane. Tom is already motivated and will say positive things "Introduction into the formal and informal culture. 
about the company to family and friends. Jane is already ques- Consider activities such as CEO meetings with new hires, 
tioning her decision. She’ll soon be susceptible to being re- “skip level” lunches, lunch-and-learns, and a buddy sys- 
cruited away or making unflattering posts about the firm on so- tem to help new employees understand expected be- 
cial media. haviors. 

Many organizations resemble Jane’s experience. Everyone | A carefully chosen mentor or buddy to help new em- 
is doing more with less, so few people have time to go that extra ' ployees navigate your culture, processes, and opera- 
mile for new employees. At other companies, “only the strong tions. Make your office a safe place to learn how things 
Survive,” so they intentionally do not pamper newbies. really operate. 

Feeling unwelcome, having an inaccessible boss, and © Just-in-time resources that provide answers for the new 
having an unclear job plan all increase the odds that a new employee. Provide company acronym dictionaries, 
star will leave your firm. And once word gets out about your process diagrams, auto-enrollment into appropriate dis- 
culture, you'll have a harder time attracting new stars. You’ll cussion forums, phone lists, and community information 
also lose the training costs you’ve sunk into new employ- for relocations. 
ees as they leave. Depending on the position, it can take '" Feedback and guidance on job performance. Make 
from eight to 28 weeks for a new employee to reach full pro- sure your new hires are working a clear 90-day plan ver- 
ductivity. sus walking around aimlessly, with regrets. 

Start employees off right, and watch them soar. Or start them 
Best Practices for On-Boarding off wrong, and watch them fly away. It’s your choice. 
Here are some components of the best on-boarding plans. (This article is adapted from “How to Prevent New Stars From 
These activities don’t require a large budget, just time and at- Flaming Out,” CPA Insider, Oct. 15, 2013.) 
tention. 





"| Activities that make a new employee feel welcome. Doug Blizzard (doug. blizzard@capital. org) is the vice president 
First impressions are extremely hard to overcome. In- of membership for CAI Inc., a human resource management 
stead of just throwing parties for people who are leav- firm with locations in Raleigh, N.C., and Greensboro, N.C. 


Want to Make a 
Career Change? 


Read these tips first. 





by Beth A. Berk, CPA, CGMA 


f you’re a CPA who feels as if it’s time for a career = Determine whether leaving your employer is really 
change, you should consider some things before the best option. Perhaps what you really need is a 

: h 3 Bs e 
sending out résumés. Let’s take a look at them change In your working conditions, rather than a full 


fledged career change. Maybe the hours or commute 
before you decide to leap into a whole new direction. have become too demanding on your work/life balance 


if you now have a family, for instance. In that case, you 
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could ask about a reduced work schedule or 
telecommuting options. But don’t tell your supervisor 
that you will leave if the firm is unable to meet your needs, 
unless you have another job or can afford to leave with- 
out a job. 

i Ask yourself whether it’s your firm or your field that’s 
the problem. If you’re in public accounting and are con- 
templating a switch to industry, for example, think about 
whether you really want to leave the field. If you’ve 
worked at a CPA firm for several years, you very likely 
enjoy the challenges and rewards that the work provides. 
Moving to a different firm may address your career con- 
cerns without costing you the benefits that you like about 
the profession. 

m|@ Assess what you want in a job and a career. Think 
about how well you deal with change, whether you work 
better in a structured or nonstructured environment, 
whether you’re more comfortable having routines or pre- 
fer the challenge of the unknown, and how much time 
and energy you are willing to devote to getting up to 
speed in a new role. 

lf you decide you are ready for a switch from one account- 
ing field to another, here are some ways to go about it: 

= Concentrate your job search on firms or companies that 
focus on the same industry you’re are currently work- 
ing in so you can capitalize on your industry knowledge. 
For example, if you work for a manufacturing company and 
want to move to public accounting, concentrate your job 
search on CPA firms that specialize in providing services 
to clients in the manufacturing industry. 

™ Do your homework. Research employers, attend net- 
working events, and request informational interviews with 
professionals who work at the firms or companies that 
interest you. Also, don’t be afraid to ask family and 
friends if they know anyone who works at potential em- 
ployers or to make a cold call toa professional. (It helps 
if you can say you’ve read about him or her, read one of 
his or her articles, or attended one of his or her presen- 
tations.) 

Not all CPAs work for firms, for private companies, or as sole 
practitioners. If you’re curious about what alternative career 
paths are open to CPAs, try the following: 

™ Search online for job titles on LinkedIn or a job board. 
Type in “CPA,” “accountant,” “taxes,” and other relevant 
terms and read the descriptions to get an idea of what 
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types of jobs are out there and 
what they require in terms of skills, training, 
and experience. 

© Plan time for skill-building into your job search. If 
you'll need any additional certifications or licenses, or 
specific education, skills, or training for your new career, 
think about how long it will take to get this training, how 
you'll pay for it, and how this will impact the timing of 
your transition. 

Regardless of which path you transition into, you should also 

consider the following: 

i Find out about the pay scale for the positions that 
interest you. Should you need to take a step back in 
salary, determine whether you can afford to make such 
a change. If you do online salary comparisons, keep in 
mind that your current role might not garner the same 
salary in a different industry or area of the country. 

“= Determine whether your current location is still the 
right one. Figure out whether it offers the types of po- 
sitions you’re considering within commuting distance, 
and whether you'll need to move or travel as part of the 
job. Should you decide to move for a new job, investi- 
gate job opportunities in the new region in case you want 
to change employers later on. 

= Don’t expect to start out at the same level in your 
new field. Recognize that you may begin at the lower 
end or even at the bottom of the ladder. Be realistic about 
what your title, duties, salary, and hours (e.g. overtime, 
expected hours during busy season) will be like during 
your first few years after transitioning. Also, keep in mind 
that you may end up working for a professional who is 
younger than you or less experienced in the business 
world or industry. You may no longer be supervising staff, 
at least not in the beginning of your new role. 

No matter what path you choose, take all necessary CPEs 
to keep your license active. You never know what opportuni- 
ties may be waiting for a CPA. 

(This article is adapted from “Want to Make a Career Change? 
Read These Tips First,” CPA Insider, March 2, 201 5;) “ 





Beth A. Berk, CPA, CGMA (bethaberk@msn.com), is an inde- 
pendent recruiter based in Maryland. 
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The majority of our students, who are your current and future employees, 

are Millennials. Like your organizations, we have had to adapt to attract and 
retain them. Millennials are particularly concerned about work/life balance. 
Becker has adapted by offering students online and self-study courses in 
addition to traditional classroom courses so they can fit their CPA exam studies 
into their own schedules. 

The CPA profession has traditionally been characterized by long work 
hours, especially during busy season. Quantity of work was emphasized, 
sometimes over quality of work. To attract Millennials, firms and other employers 
have had to provide more flexible work arrangements for their employees, such 
as working remotely or allowing nontraditional work hours. 

Another characteristic of Millennials is the need for frequent feedback. 
Millennials are accustomed to the instant communication available through __ 
social media. Your Millennial CPAs do not want to wait until their annual review 
to know how they are performing. They want regular, even daily, encouragement 
and support. They also like to be rewarded for their performance. Some firms 
have adapted to this by providing more frequent feedback and rewards in the i 
form of cash, gift cards, matched charitable contributions, or additional time off. 


Q 


Businesses that do not involve Millennial workers in the decision-making 

process may be missing out on valuable insights. Millennial workers are 
well-educated, tech-savvy, and comfortable with diversity. 

Research shows that Millennial workers characterize themselves as 
innovative. Millennial workers also prefer to work in collaborative group 
environments. They are not intimidated by seniority and generally believe that 
they have valuable insights to offer. Millennials want to have a voice in their 
organizations. 

The best way to involve Millennials in change- management initiatives or 
innovations is to ask them to participate. Participation can be as formal as 
participation in special committees or as informal as companywide requests for 
ideas. The key is to get them involved and to listen to their feedback. 


Q 


We need to cultivate respect if we want to bridge the generations in the 

workplace. Millennials have been stereotyped by other generations as 
“overstimulated slackers” with a sense of entitlement and unreasonable 
expectations. Baby Boomers have been stereotyped as “inflexible,” 
uncomfortable with technology, and resistant to change. These stereotypes do 
not serve us well in the workplace. Research shows that all generations, 
including Millennials, are committed to the success of their employers. 
Employee training on generational differences can be a simple and effective 
way of breaking down these stereotypes and helping employees across 
generations see that they have more similarities than differences. 

It is also important to acknowledge that each generation has different 
preferences related to work style, communication, feedback, and work/life 
balance. Rather than characterizing these differences as right or wrong, 
organizations need to be nimble enough to accommodate these preferences. 
For example, while Baby Boomers prefer a traditional 9-to-5 (or later) workday, 
Millennials are more likely to ask for or expect flexibility in their schedules. 
Businesses need to be accommodating, or they will lose tomorrow’s leaders. 
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Business development is dependent on adapting to rapidly changing — 
electronic technology, such as mandatory electronic filing of returns. Also, 
clients now expect faster email responses to inquiries, and alerts to ; oe 
developments that may impact them. A firm can always improve its website and 
social media usage to better promote its practice. ee oo ee 


Q 


To rise to the top, firms need to move beyond assisting clients withan 

immediate crisis by offering services or solutions that anticipate unforeseen 
audit exposure. For example, firms can offer to review aclient’s state tax 
activities to assess whether they are properly filing returns in states in which 


they have exposure. 


Bloomberg BNA offers tools to enable firms to evaluate their clients’ state 
nexus exposure, i.e., the threshold of contact that must exist before the state 
has jurisdiction to tax the taxpayer. The Bloomberg BNA State Tax Nexus Tools 
allow firms to quickly gauge the state tax nexus implication of hundreds of 
Specific activities, such as owning property, maintaining inventory, or USING a 
third-party vendors. it also includes insights on emerging issues such as cloud 
computing. os oe 

The tool generates detailed questionnaires that can be filled out by the firm 
or by the client’s staff. After completing the questionnaire, the firm can import it 
back into the tool and produce a client-ready, customizable report that 
compares a client's activities to what the states view as nexus-creating 
contacts. ee oF 

Delivering reports such as these will distinguish a firm and build strong 
client relationships. ee ce can 


Q 


Staff represent the future leadership of a firm. Exposure to leadership © 

decision-making is beneficial. This can be cultivated through clear and | 
direct communication and interaction with leadership by servingonafirm’s > 
advisory committee or practice team. | : ae 


Oo. 


In addition to reviewing historical financial results, other significant : . 
elements that need to be considered include the nature of the practice; 


quality of the staff; potential malpractice issues; ability to enhance and expand 


services to clients; the loyalty and transferability of clients; and the overall risk 
profile of the client base. DO ee 2 
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client. if this is done well, firms will experience a transformation. 


0 





implementing work flow software, firms are introducing new automations to firn 


_ screen markup and tracking of tax poate. due date sirens) i Tacky 
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The greatest transformation trend is information management. Integrated 

systems and processes tied together by practice management software — 
provide more cohesive information. These systems allow us to take current, : 
relevant information and apply it immediately as corrective measures to — 
problems. This has transformed the way decision-making happens. : 

Immediate and more relevant information accelerates everything on = 
management decisions, staffing corrections, and the speed at which we serve 
our clients. While practice management software used to be defined as ‘just a a 
time-billing system,” we are seeing it take on its intended role—be the core - 
information system to a firm’s infrastructure, serving firm, staff, work flow, and 














The most promising trend is in the area of work flow ee Their 
effectiveness is having a dramatic effect on firms’ finances. When 


processes that reduce firm cost centers. We are seeing up to one hour of ni 

saved per day per staff. This kind of savings is hard to ignore, even for fi 1S 
that are late adopters. Not only are the cost centers. being reduced, but we a e 
seeing higher billings and less staff stress. Work flow systems provide on- 
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Implementing t new technology in improves ine and raises a firm’ 

selling price. Owners constantly think about the end game—succession. 
They look for ways to build something that is great that will provide retireme 
income. Without great infrastructure, a firm’s selling price will be lower. — 

Poor infrastructure creates a series of failures that adversely affect a: 
transition and raise costs to the purchaser, which negotiates a lower selling 
price. Purchasers’ concerns will range from the costs of newer systems, ee 
additional training, and possible loss of clients due to a poor transition. While 
neither party wants this situation to affect an agreement, the seller being sid. = 
on future revenues could risk a loss of clients. Succession can be smooth if — 
technology is implemented, because it creates greater historical client data; 
creates higher billings due to time saved; and creates a franchise- Nee 
infrastructure, which reduces transitional Staff training. . 


Q 


| believe firms can bridge the gap between eoparsnene te very y little 
effort. It starts by implementing new technologies that satisfy the younger — 
workers. Next is finding ways to include younger team members in decision- 

making. Next, firms need to develop a mentoring environment where younger : 
professionals provide training and assistance to older co-workers. This can 3 
effectively help bridge the gap through practical assistance and relationship — 
building. Finally, firms need to find newer, better designed software that isn’t so 
difficult to use so that older workers can adopt new processes and methods. 
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Expanding Your Apptitude 


A monthly look at mobile apps that can make the CPA's job and life better 


by Greg LaFollette, CPA/CITP CGMA 


GETTING MORE GREEN WITH KABBAGE 

Start with a business financed via old-fashioned “factoring.” Next, stir in a healthy dollop of internet, 
a dash of software as a service (SaaS), and a cup of venture capital, and you've got Kabbage, one of 
the latest in a new genre of small business financing platforms. 

Kabbage and its many look-alike competitors have a common product—financing for small busi- 
ness—delivered to diverse targets via differing business models. Kabbage first asks an applicant busi- 
ness for access to various financial platforms it might be using (eBay, QuickBooks Online, Xero, etc.). 
Kabbage then harvests real-time data, combines them with other more traditional demographic data 
and credit reports, and employs algorithms to make automated decisions. The result is a credit 
answer in as little as seven minutes. 

Make no mistake, Kabbage is most probably a lender of near last resort, but the company definite- 
ly provides liquidity (up to $100,000) for some cash-starved small businesses. In lieu of interest, 
Kabbage charges a fee on the original loan amount only for the period that the loan is outstanding. 
All Kabbage loans have a six-month term, but there are no penalties for early payment. The fees 
range from 1% to 13.5% for the first two months, and 1% for each of the final four months. 

The app gives a borrower instant access to capital as well as an up-to-the-minute snapshot of his 
or her account. Competitors in the space include BlueVine, Fundbox, Kickstarter, Lending Club, 
Prosper, QuarterSpot, and several others. : 

Website: kabbage.com Cost: Varies 
Operating Systems: iOS, Android, Web 





A NEW TYPE OF POLITICAL SPENDING: BUYPARTISAN 

As CPAs, many of us support political action committees (PACs) at multiple levels—some are profes- 
sionally oriented, some interest-oriented, and others philosophically oriented. We use the power of 
groups to amplify our collective voices. But in addition to writing checks directly to individual PACs, 
there is another, more indirect method to “vote your pocketbook.” Shop your ideals! 

BuyPartisan uses smartphone technology to scan a barcode, look up the product, identify the 
company (and, if necessary, the parent of that company), and then immediately report to you how 
that company’s PAC, individual employees, CEO, and board members support the major political 
parties. For example, I found it interesting that Microsoft's political support of $48 million is an order 
of magnitude larger than Apple’ at $4.2 million. You can download the app yourself to compare 
which party got the most from whom. Snap a product’ barcode, and you can see instantly if your 
end-consumer purchase is (indirectly) supporting your political ideals. The authors say the app is in 
“beta” as it currently supports only the Fortune 250. 

Website: spendconsciously.com Cost: Free 
Operating Systems: iOS, Android 
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ONLINE FOOD-ORDERING SERVICES THRIVE 

WITH SEAMLESS-GRUBHUB MERGER 

Former online food-ordering competitors Seamless and GrubHub merged in 2013. Both employ 
web-app-enabled platforms to connect diners with takeout restaurants in nearly 1,000 USS. cities. 
The apps (which are still separate platforms) present a sortable and filterable list of available delivery 
options based on time of day and the diner’ geo-location. Once an option is selected, that restau- 
rant’ entire delivery menu is displayed, and the user simply selects the items desired. The transac- 
tion amount is calculated; tax and delivery charge, if any, are added; a tip option is provided; and the 
order amount is billed to your credit card. The order is passed to the restaurant, and the platform 

confirms the order to the diner with an expected delivery time. The platform provider takes a per- 
ee b centage from the restaurant side so there is no direct cost to the diner. 

DELL. As expected, apps in the “sharing economy” genre use reviews extensively to assist diners in curating 
the hundreds of choices available in larger metropolitan areas. If you occasionally order in during busy 
season, Seamless and GrubHub will be a godsend. If you have restaurant clients, be sure to watch these 
apps carefully as the prepared food delivery market is growing rapidly. GrubHub alone has more than 
4.5 million unique customers and serves more than 175,000 meals daily, and one of the hottest topics 
among restaurant operators is how to prepare entrees that travel well. 

Websites: grubhub.com, seamless.com Cost: Free to customers; restaurants pay percentage 
Operating systems: iOS, Android, Web of each sale 









Greg LaFollette (greg.lafollette@hq.cpa.com) is a strategic adviser with CPA.com, the commercial sub- 
sidiary of the AICPA. 
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There’s a Reason It’s Called 


Boot Camp 


This summer, join us for an intensive preparatory 
series that'll give you everything you need to 
prepare for the Personal Financial Specialist Exam. 
Trust us — you'll be in better shape when it’s over 


than you are when it starts. 


Personal Financial Planning 
Boot Camp 


Summer 2015 Live Webcast: 
Mondays, June 1-22 


2) 
Learn more at 


WEBCAST cpa2biz.com/bootcamp. 














Recommended CPE Credit: 20 22 


The 2015 AICPA Not-for-Profit Industry Conference brings together the industry's top experts 
and thought leaders to offer their perspectives on the most-crucial issues facing not-for-profits 
and those who serve them. Learn how to deal with new regulatory and existing issues 
affecting tax, compliance, accounting & auditing and governance. Join your peers for Ask the 
Experts panels, in-depth workshops and targeted Yellow Book sessions. 


Learn More or Register at cpa2biz.com/NOT Follow Us at ‘ff #AICPAnfp 
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Industry Conference . 
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ADDITIONAL LEARNING 
OPPORTUNITY 


Private Foundation 
Summit MAY 17 








Brought to You by CPA.com 


Conference on Tax Strategies 
28 WR 


for the High-Income Individual 2% & 
May 18-19 ¢ ARIA Resort & Casino, Las Vegas, NV 
Recommended CPE Credit: 19 

Join us for back-to-back events focused on individual and family legacies. Renowned 
experts will weave the various challenges and goals faced by affluent clients and 


reveal how you can deliver integrated, Proactive advice. In addition, the full-day 
Private Foundation Summit will feature thought leaders in philanthropy. 





Learn More or Register at cpa2biz.com/taxstrat ¢ Follow Us at W #AICPAtaxst 


Attend Conferences On-Site or Online 


Select the method that best suits your needs. The online conference gives you access to all 
of the same content as the on-site conference — in real time! 





$3 
la 


May 18-20 
Gaylord National Resort & Convention Center 
Greater Washington, DC 


Recommended CPE Credit: 23 





In the AICPA‘s signature learning environment, you'll find everything you need for 
this year’s audit, administration and Form 5500 filing season during this conference. 
With speakers from government agencies, content developed by leading experts and 
numerous networking opportunities, this event is your chance to plug into the best in 
the employee benefit plans community. You'll learn how to unravel the implications 
of the latest regulations, multiply your professional skill set and integrate critical 
know-how into your workplace. 





Learn More or Register at cpa2biz ¢ Follow Us at 


22 
May 13-15 © Denver Marriott City Center, Denver, CO 
Recommended CPE Credit: 20 


The AICPA 2015 CFO Conference will help you and your organization define a clear 
path to success. Seasoned CFOs from across the country will present sessions they 
created and developed to provide the latest updates, innovations and anticipated 
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Learn More or Register at cpa2bi ¢ Follow Us at 
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HIDDEN ASSETS 
Ae enamels) May 13-15 ¢ MGM Grand, Las Vegas, NV 


ma -<t cages) Recommended CPE Credit: 18.5 
VALUATION - 


+ TAX ISSUES 


Gain expertise on a broad range of current family law issues while expanding your 
skills in business valuation, tax and financial forensics. Industry experts provide 
cutting-edge insights into family law issues and the technical know-how you need to 
gain a competitive advantage in this growing area. 





Learn More or Register at cpa2biz.com/fmlaw ¢ Follow Us at 


Don’t miss the opportunity to present and sell your organization’s services and products to thousands of CPAs 
and financial professionals at AICPA conferences. For detailed information on conference exhibit and sponsorship 
opportunities, contact AICPA Exhibit Sales at amorris@morrismarketing.com or 800.504.4749. 





Technology Q&A 


by J. Carlton Collins, CPA 


























bis FAVORITE QUOTES 

2 In the April 2011 JofA (“A Refreshing Change in 

Your Portfolio,” page 57), you described how to 

f setup a stock portfolio using MSN MoneyCentral 

“®==- investor stock quotes. Following your advice, I set 

up a large portfolio using this procedure, which has served me 

very well. However, in December 2014 the portfolio update 
function stopped working; is there a solution to get the stock 
quote updates working again? 
Several CPAs have written about this same problem. It ap- 
peared that in late 2014, Microsoft discontinued my favorite 
stock price quote tool—the MSN MoneyCentral Stock Query. 

However, as of February 2015, this stock quote query function- 

ality can be restored by creating a new query, as follows. 

I. Launch Microsoft Notepad by selecting Start, Programs (or 
All Programs), Windows Accessories (or Accessories), 
Notepad. Enter the following information exactly as pictured 
below (the required text is repeated below the image): 





y RES 


a 
ITD: fe MEn. Com / en-us /orey/quoteslocieup?SYMEOL=[ “QUOTE”, “Enter stock, fund or other MSN MoceyCentral Investor symbols separated by comas.~}] 





WEB 

1 
http://www.msn.com/en-us/money/quoteslookup?SYMBOL= 
["QUOTE","Enter stock, fund or other MSN MoneyCentral Investor 
symbols separated by commas."] 


2. Save the Notepad file as MSN MoneyCentral Stock Quotes 2015/QY 
into the My Data Sources folder as pictured below. 





Grganize ~ New folder 








. es Nam Date modified Type Siz 
We Favorites ame ate morlified Type Sin 


a ad No items match your searct 
: Downloads 
=, Recent places 
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Note: The My Data Sources folder is in your Documents 
(or My Documents) folder, which may be hidden by default. 
If necessary, you can unhide your My Data Sources folder 
as follows: Launch File Explorer, navigate to the Documents 
folder icon, right-click the Documents (or My Documents) 
folder icon, select Properties, and on the General tab, 
uncheck the box labeled Hidden, as circled below. 





d \ Documents bh Download 





€ Beaeurts 


Type: System Folder a 


Location: CAUsers Carton 


ORES 





Soe: 393 GB {422.613.334.344 bytes} 
Size on disk: 254 GE (423 220,871, 168 bytes) 
Contains: 344,763 Files, 22.911 Folders 





Created Wednesday. December 4, 2013. 8:05:27 PM 


Atiributes |=] Read-only (Only applies to files in folder) 
Advanged.._ | 








. To use this new query tool, from Excel’s Data tab, select Get 


External Data, Existing Connections, and then scroll to and 
launch the new stock price query tool you just created 
labeled MSN MoneyCentral Stock Quotes 2015. In the 
resulting Import Data dialog box, click OK. In the resulting 
Enter Parameter Value dialog box, as pictured below, enter 
the stock tickers you want to query (separated by commas 
with no spaces after the commas) in the Enter stock, fund 
or other MSN MoneyCentral Investor symbols separated 












nter stock, fund or other MSN MoneyCentral Investor symbols 
eparated by | commas, 


AAPLHD, WMT IBM ,GOOGLSO, Dall 













Use this valueyreference for future refreshes 
Refresh automaticaly when cell value changes 
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by commas text box, check the box labeled Use this value/ 
reference for future refreshes, and then click OK. 


4. This action will return current stock price and related infor- 
mation for each stock ticker symbol you entered in step 3. 
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Thereafter, these query results will refresh instantly when- 
ever you press the Data tab’ Refresh button. Of course, your 
resulting queried stock quotes could then be referenced to an 
Excel-based portfolio, an example of which is pictured below. 
This example can be downloaded at carltoncollins.com/port.xlsx. 































Ee Bu Giese es € Dae E 
1 \Carlton's Example Stock Portfolio 
2 3/4/15 9:18 
ET Meliss cele. 4 Be a 1) hia aut 

3 2 Share 
4 Microsoft $ 43.28 432,800 
5 \Google (Preferred Shares) GOOGL 750 $578.80 434,100 
6 Coke KO 4,500 $ 42.95 193,275 
7 Southern Company so 2,300 $ 45.15 103,845 
8 \|Exxon XOM 1,150 $ 87,62 100,763 
9 IBM IBM 2,600 $161.03 418,678 
10 British Petroleum BP 7,200 $ 41.76 300,672 
11 GoPro GPRO 6,500 $ 40.30 261,950 
12 Gold (ETF) GLD 3,000 $115.47 346,410 
13 \Apple AAPL 500 $129.38 64,690 
14 Home Depot HD — 3,750 $116.07 435,263 
15 Wal-Mart WMT 2,500 $ 83.37 208,425 
16 |Amazon AMZN 2,000 $384.61 769,220 
17 Delta Air Lines DAL 9,500 $ 45.78 434,910 
18 | 4,505,001 

«>» | Portfolio { auey | @® y 


DELVE INTO THIS 

Over the years, we've accumulated a large number of data 
ie spread across our many Microsoft-based computers, 
servers, cloud storage, and mobile devices. Are there any tools 
that we can use to help us more effectively organize and man- 
age this voluminous data? 
A In years past, file management usually meant moving your 

files to various folders, but if your files are all contained 
on Microsoft-based platforms, then moving your files around 
may no longer be necessary. In January, Microsoft launched a 
new business intelligence tool called Office Delve, which is in- 
cluded in some Office 365 plans. Delve uses a machine learn- 
ing tool (called Microsoft Office Graph) to map relationships 
between people, conversations, calendars, emails, email attach- 
ments, SharePoint Online files, OneDrive for Business files, mo- 
bile device files, pictures, and videos, all in an effort to 
automatically organize your data. This means you can leave 
the data on your Windows computers, Windows networks, 





OneDrive, and SharePoint drive right where they are, and still 
improve their “findability.” (The initial release of Delve does 
not yet connect to external non-Microsoft-based cloud drives 
such as Dropbox or Google Drive, but connectors are avail- 
able for those vendors to create such connections to Delve.) 
For example, suppose your company is preparing to audit the 
(fictional) Addison Factory. Delve enables you to create a Group, 
which in turn generates a user portal that includes an ongoing 
conversation feed (using Yammer technology), calendar, document 
library, inbox, related data files, to-do tasks, and internal and ex- 
ternal communications, an example of which is pictured below. 
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Ina way similar to how Facebook analyzes your friends, high 
school, and groups to identify additional relevant friends (so 
you don’t have to search so hard for them), Delve analyzes your 
connections and data to pull together relevant people, files, 
emails, tasks, slides, PDFs, videos, etc. (so you don’t have to 
search so hard for them either). In essence, Delve integrates re- 
lated content all in one place, thereby reducing or eliminating 
the need to search across locations and applications to find the 
most current relevant content. Delve can also perform the fol- 
lowing functions: 

m New enhancements to PowerPoint and Outlooks compose 
view can automatically display contextual information along- 
side an email as it is written. 

@ Delve can automatically move “graymail” from your Outlook 
inbox to a clutter box (not junk mail, but less important email 
such as that newsletter you signed up for but seldom read). 

@ Delve can help prepare you for upcoming meetings (sched- 
uled in your calendar) by pulling the latest related informa- 
tion together to produce content or prep cards (similar to 
notecards you might use to deliver a presentation). 

™ Delve offers Cortana-like capabilities (Microsoft Cortana is an 
artificial intelligence interface that responds to voice, similar 
to Apple’ Siri and Google Now) that allow you to search and 
manage your emails, meetings, contacts, and social networks 
using voice questions and commands. 

m= When Delve is used with Docurated (a third-party program 
that can automatically break data files down into objects and 
organize that information for marketing purposes), thumb- 
nail views of your data are displayed. 

Note: Delve is available to customers with Office 365 Busi- 
ness Essentials and Business Premium plans, and Office 365 
Enterprise, Education, and Government El—-F4 plans. 
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SEND CASH SO I’LL KNOW YOU ARE OK 

Is there an electronic payment solution for reimbursing 
Qe e or giving money to my children so I don’t have to 
carry as much cash, and also so I can track my personal trans- 
actions? 

PayPal’s website provides the ability to send funds to friends 

and family for free, directly from your PayPal account to your 
recipient’ email address or smartphone number. To use this serv- 
Ice, visit paypal.com, click the Send option at the top of the 
screen, enter your recipient’ email address or phone number, 
enter the amount you want to transfer, and then click Contin- 
ue. On the next screens, click the Friends or family button, log 
in to your PayPal account (if you have not already done so), and 
then click the Send Money button to complete the transfer. The 
recipient will need to respond to the email or message directing 
him or her to either log in to or create a PayPal account to re- 
ceive the transferred funds. 

Secure aha 


ard your payrrant source rights 





Send Money 


Review your payment and send 


Please check the following information before continuing. View PayPal policies 





Description Ansount 


Payment To 
marylou@asaresearch.com 


$1.00. SO 







7 \willpey the fee $0.00 USD 


Your total charge: $1.0 USD 


Mmerlou@esaresearch com will receive: §=— $4.00 USD: 








You might also try PayPal’s Venmo app, which allows you 
to share money with others for free without involving PayPal 
accounts. Venmo links to your bank account or debit card and 
enables you to use your smartphone to instantly pass money 
to your friends using Venmo to split a dinner bill, send a birth- 
day gift, or reimburse a friend. There is no fee involved, and 
Venmo keeps a record of all of your transactions, including your 
transaction description. (As an additional option, both meth- 
ods mentioned above allow you to transfer funds from your 
credit card accounts for a 3% transaction processing fee.) 

To set up Venmo (using the Facebook setup option), down- 
load the app and click the Use your Facebook info button to 
identify your Facebook friends who have Venmo accounts (or, 
as options, you can search for Venmo users within your Twitter 
followers or enter the email address for each Venmo user with 
whom you want to exchange funds). Continue the setup process 
by entering a desired username, email address, and password to 
create your account. From the main screen, select Banks & Cards 
and enter your bank account information or a debit (or credit) 
card number, including the card’ expiration date, security code, 
and ZIP code. To make a payment, click the New Transaction 
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€ New Transaction 
James Collins, $100 


Just for being such a fantastic son... 








Request 





button in the upper-right corner (the icon of a pencil and a plus 
sign), select a payment recipient (from your list of friends with 
Venmo accounts), enter the amount and a transaction descrip- 
tion, select your desired privacy setting, click Pay, as pictured 
above, and then click the Confirm payment button. On the fol- 
lowing screen, select the bank account or debit (or credit) card 
you want to use and select the Yes, make this my funding source 
button to complete the transaction. The recipient’s Venmo account 
will hold on to the funds until he or she selects the Cash Out 
button, at which time the funds are transferred to the recipient's 
linked bank account. Note: A Venmo receivables transaction can 
also be set up to request money, such as a reimbursement of util- 
ity expenses from a roommate. 

How safe is Venmo? Venmo claims that it uses financial- 
institution-grade security and data encryption to guard against 
unauthorized transactions and to protect your personal and 
financial information. If your smartphone is lost or stolen, you 
can revoke your Venmo account online to prevent further use. 
Venmo says this solution is intended for payments between 
friends and people who trust each other, and the company 
advises you to avoid making payments to people you don’t 
know. Still, if you do decide to use Venmo, it may be a good 
idea to link your Venmo account to a bank account that car- 
ries a minimal balance. 

Warning: By default, the payments you make through 
Venmo are viewable by other Venmo users. (Upon creating my 
initial Venmo account, I was shocked to see the intimate de- 
tails of the Venmo transactions made by my friends and family 
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members.) To make your Venmo payments private, be sure to 
uncheck the Share Note on Facebook and Share Note on 
Twitter boxes when creating the transaction, and/or adjust the 
privacy settings from the privacy dropdown menu by select- 
ing Participants Only. 


UNFORGETTABLE PASSWORDS 
What are the minimum criteria for creating a strong pass- 
word? 
Microsoft provides a Password Checker website at tinyurl. 
com/d7e2hoj, where you can enter the password to check 
its strength, an example of which is pictured below. 





Check your password—is it strong? 


Your online accounts, computer files, and personal information are mare secure when you use ssrong passwe 
them. 


Test the strength of your passwords: Type 4 password into ine pox. 


Pass 


BUNT! Sicaacensselaséessnens 


a | | 


To achieve the maximum strength, Microsoft's password 
checker requires at least 14 characters containing at least one of 
each of the following types of characters: an uppercase letter, a 
lowercase letter, a number, and a special character. As added 
security, most experts also recommend that passwords not con- 
tain your username, real name, company name, or complete 
words; that each password be unique; and that all passwords be 
significantly different from previous passwords. 

Because the above rules result in a bevy of passwords that 
are difficult to remember, | use a different approach that you 
may want to consider. All of my passwords start with the same 
lengthy prefix, such as a childhood telephone number, for ex- 
ample, 9126364242 (this is not the actual prefix I use). Next, 
my passwords all include the name of the account, such as Delta, 
Amazon, or AICPA. Finally, each of my passwords ends with a 
four-digit personal identification number (PIN). The results are 
strong lengthy passwords that I have a good chance of remem- 
bering, such as the examples shown below (which are not my 
actual passwords): 


Delta account password: 912636424 2delta7543 
Amazon account password: 91 26364242amazon9312 
AICPA account password: 912636424 2aicpa2209 


Using this approach, the red PINs are all I need to remem- 
ber, and because hackers don’t know the actual lengthy prefix I 
use, these passwords are very strong. With 263 active passwords 
on my list, this structured approach gives me a fighting chance 
of remembering many of them. Because uppercase and special 
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characters are more 
difficult characters to 
type (especially on a 
smartphone device), I 
avoid these types of 
characters unless they 
are required. 


CARLTON’S 
PONDERING 
Why is it that as CPAs 
we mastered the 10- 
key calculator with 
number pads num- 
bered from the bottom 
up, but our smart- 
phones display num- 
ber pads numbered 
from the top down? 
Shouldn’t there be an 
option to let us choose 
the number pad layout 
on our smartphones? 
(Examples of typical 
keyboard and smart- 
phone number pads 
with opposing layouts 
are pictured at right.) 





EXCEL READER CHALLENGE WINNER 
Congratulations to Amir Melamed for submitting the best 
solution to the August 2014 Reader Challenge. Like many other 
readers, Melamed used the Excel Solver approach, but his 
solution bettered them all to derive a maximum portfolio value 
of $70,184. You can see a recap of the solutions submitted at 
carltoncollins.com/trades.html. ~ 
De ee ee ees 
J. Carlton Collins (carlton@asaresearch.com) ts a technology con- 
sultant, a CPE instructor, and a JofA contributing editor: 


ane, . Oe Ce ee 
Note: Instructions for Microsoft Office in “Technology Q&A” refer to 
the 2013, 2010, and 2007 versions, unless otherwise specified. 


— Submitaquestion 


gba dahl att 


Be you have technology questions for this column? Or, after 


cs ‘reading an answer, do you have a better solution? Send them 


5 to jofatech@aicpa.org. We regret being unable to individually 


~ answer all submitted questions. — 
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GOODMAN EARNS AWARD FOR PFP 
SERVICE 

Michael Goodman, CPA/PFS, founder of Wealthstream Advi- 
sors Inc., received the 2014 Personal Financial Planning Dis- 
tinguished Service Award. 

The award is given annually to a member whose volunteer 
efforts have made significant contributions to growth and ad- 
vancement in the area of personal financial planning. 

An active member of the AICPA for more than nine years, 
Goodman has served on the Institute’ PFP Executive Commit- 
tee, Investments Committee, Financial Literacy Commission, 
and the PFP Conference Committee. 
As chair of the PFP Conference Com- 
mittee from 2009 to 2012 and an ac- 
tive member of the committee since 
2006, he helped to advance the con- 
ference by enhancing the agenda and 
attracting top industry speakers. He 
also assists the AICPA in the develop- 
ment of the profession’s future as a 
member of the PFP Executive Com- 
mittee Next Generation Task Force. 


RESEARCHERS RECOGNIZED FOR WORK 
IN MANAGEMENT ACCOUNTING 


Scott B. Jackson, professor at the University of South Carolina; 
Timothy M. Keune, assistant professor at the University of 
Dayton, Ohio; and Leigh Salzsieder, assistant professor at the 
University of Missouri-Kansas City, received the Greatest 
Potential Impact on Management Accounting Practice Award 
for their research into bias that affects investment decisions, 
and its implications for global business. 

Their paper, “Debt, Equity, and Capital Investment,” shows 
that debt financing might push managers away from investing 
in projects that increase business value, providing evidence 
about the effect of an organization’s capital structure on key 
internal decisions. 

The award, sponsored by the AICPA and Chartered Insti- 
tute of Management Accountants (CIMA) under the banner of 
the Chartered Global Management Accountant designation, 
recognizes academic research considered most likely to have a 
significant impact on management accounting and includes a 
$2,000 stipend. 

Eligible papers must have been published within the previous 
five years and submitted by the authors or nominated by peers. 





| 


Michael Goodman 
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Michael Maher, second from right, receives the Lifetime Contribu- 
tion Award from Ken Witt, AICPA technical manager. Also on 
hand are Theresa Libby, left, of the Lifetime Contribution Commit- 
tee, and Naomi Soderstrom, the chair of the AAA Management 
Accounting Section. 


MAHER RECEIVES LIFETIME 
CONTRIBUTION AWARD FOR 
TEACHING, RESEARCH, AND PRACTICE 


Michael Maher, professor at the University of California, Davis, 
Graduate School of Management, received the 2015 Lifetime 
Contribution Award from the AICPA and the Management 
Accounting Section of the American Accounting Association. 

The award recognizes individuals who have made an im- 
portant mark on management accounting education, research, 
and practice. 

Maher focuses on the efficiency of recent developments in 
management accounting, including activity-based costing, 
benchmarking, and theory constraints. He develops profiles 
on companies and managers that commit corporate miscon- 
duct, and studies and lectures on corporate ethics and the 
responsibilities of business and auditors to stakeholders. 

Maher also has authored or contributed to numerous publi- 
cations and teaches courses on management accounting and 
on performance management and motivation. 


INAUGURAL SCHOLARSHIP BENEFITS 
ACCOUNTING STUDENTS TRANSFERRING 
FROM TWO- TO FOUR-YEAR SCHOOLS 
The Institute has awarded its inaugural Two-Year Transfer Schol- 
arship to five students who have earned associate’s degrees in 
business, accounting, finance, or economics with a declared in- 
tent to major in accounting at a four-year college or university. 
The awards, funded by the AICPA Foundation, include 
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$1,000 to use toward tuition for the 2014-2015 school year. 

The recipients are: 

Lisa Dimery, University of Colorado—Denver 

Kaitlyn Fox, University of Alabama at Birmingham 

@ Gabriel Rollano, University of South Florida 

™ Simon Valdez, University of Texas at San Antonio 

Matthew Warr, University of Wyoming 

These students also will become part of the AICPA Legacy 

Scholars program, which helps scholarship winners develop soft 

skills needed to maintain a successful career through service. 

Each AICPA Legacy Scholar is assigned a coach to provide guid- 

ance on an accounting-related service project and to advise on 

questions related to the profession and the work environment. CGMA Competency Framework, which was created in consul- 
tation with employers across the world to define the most 

aMA DESIGNATION needed technical, business, people, and leadership skills. 

EF ACCESS TC It features more than 1,500 articles, publications, videos, 

EARNING ANC webcasts, and self-study courses to support lifelong learning 

DEVELOPMEN! for CGMA designation holders, who can also use the site’s self- 

The AICPA and CIMA launched the AICPA | CIMA Competen- assessment tool to identify gaps in their learning and develop 

cy and Learning website to help equip Chartered Global Man- _ their competence from foundational levels to expert. 


LEARN ASSESS 














agement Accountant (CGMA) designation holders with the Flexible access to learning resources allows users to discover 

competencies required to maintain and improve their employ- _ and develop new competencies when, where, and how they want. 

ability in today’s business environment. CGMA designation holders can also track and report progress 
The site, located at competency.aicpa.org, is based on the _ toward their personal, professional, and regulatory goals. ~ 
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REPOSITION YOUR FIRM’S VALUE 


by moving to the cloud. 


Moving your firm to the cloud positions you to offer high value advisory services and 
empowers you to be a true trusted business advisor to your clients. Operating within a 
fully integrated online client accounting system opens the door to: 


¢ Work with clients in a true environment of collaboration 
e Elevate business intelligence with real-time access to data 
¢ Support clients with premium advisory services - all year round! 





Smart Business Solutions from CPA.com will help you get there. 


Get started with these 
Cloud-Based Solutions: 
e CPA.com/Intacct 
© CPA.com/Bill 


Call 855-855-5CPA 
or learn more at: 


CPA.COM 


The power of smart business. 
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OFFICIAL RELEASES 


ATTEST INTERPRETATION...ETHICS REVISED INTERPRETATIONS 


ATTEST INTERPRETATION 


AT Section 9201 
Agreed-Upon Procedures Engagements: Attest 
Engagements Interpretation of AT Section 201 


1. Third-Party Due Diligence Services Related 
to Asset-Backed Securitizations: SEC Release 
No. 34-72936 

.O1SEC Release No. 34-72936, Nationally 
Recognized Statistical Rating Organizations (the 
release'), acknowledges that certain procedures 
often performed by practitioners as agreed-upon 
procedures (AUP) engagements related to asset- 
backed securitizations (ABS) are considered third- 
party due diligence services (as defined in the release). 
These include due diligence services that relate to 
checking the accuracy of the information or data 
about the assets provided by the securitizer or orig- 
inator of the assets. For example, comparing the 
information on a loan tape with the information 
contained on the hard-copy documents in a loan 
file is an activity that falls within the definition of 
due diligence services. 


.02 For an AUP engagement performed that is con- 
sidered “due diligence services” as defined in the 
release, the specified parties are typically only the 
issuer or the underwriter(s), or both. 


.03 The release requires the following: 

¢ The issuer or underwriter of any ABS to make 
publicly available the findings and conclusions 
of any third-party due diligence report obtained 
by the issuer or underwriter. The release further 
describes that the disclosure of the findings and 
conclusions includes disclosure of the criteria 
against which the loans were evaluated, and how 
the evaluated loans compared to those criteria, 
along with the basis for including any loans not 
meeting those criteria. This is accomplished by 





1. For purposes of this interpretation, the term release refers to the SEC 
rules amended by SEC Release No. 34-72936, Nationally Recognized 
Statistical Rating Organizations, and the accompanying release text. 
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including such information in Form ABS-15G, 
“Asset-Backed Securitizer Report Pursuant to 
Section 15G of the Securities Exchange Act of 
1934,” which is required to be furnished by the 
issuer or underwriter to the SEC through the 
Electronic Data Gathering, Analysis, and 
Retrieval (EDGAR) system. 

¢ Any third-party due diligence service provider 
to complete Form ABS Due Diligence-15E, 
“Certification of Provider of Third-Party Due 
Diligence Services for Asset-Backed Securities” 
(the prescribed form). The prescribed form elic- 
its information about the due diligence per- 
formed, including a description of the work 
performed (Item 4 of the prescribed form) and 
a summary of findings and conclusions of the 
third party (Item 5 of the prescribed form). 


.04 The release states the following: 

The Commission understands there may be 
particular considerations that would need to 
be taken into account under applicable profes- 
sional standards that govern certain services 
provided by the accounting profession. The 
requirements and limitations resulting from 
relevant professional standards generally are 
described within the reports issued and, to the 
extent such requirements or limitations are 
based upon professional standards, the 
Commission would not object to the inclusion 
of the same description in the written certifi- 
cations on [the prescribed form]. 


.05 The prescribed form is required to be signed by 
the due diligence provider. The prescribed form is 
also required to be provided to any nationally rec- 
ognized statistical rating organization (NRSRO) that 
produces a credit rating for an ABS to which such 
due diligence services relate. The release describes 
that the due diligence provider will be deemed to 
have met this obligation by providing the prescribed 
form to the issuer, sponsor, or underwriter of the 
securitization that maintains the Rule 17g-5 web- 
site. The purpose of the Rule 17g-5 website is to 
make information related to ABS transactions acces- 
sible to all NRSROs. Additionally, the release 
requires the prescribed form to be provided to any 
NRSRO that specifically requests it. 


.06 When the NRSRO produces a credit rating, the 
release requires that it publicly disclose each pre- 
scribed form that was posted to the Rule 17g-5 web- 
site. Such information is expected to be posted on 
the website of the specific NRSRO, not on the 


EDGAR system. The release indicates that the deci- 
sion to allow the NRSRO to disclose the prescribed 
form in the manner previously described, instead 
of through the EDGAR system, was to limit addi- 
tional cost that would be incurred from having the 
NRSRO submit the prescribed forms through the 
EDGAR system. 


.07 In most instances, Form ABS-15G will be fur- 
nished through the EDGAR system either prior to 
or at the same time as the prescribed form is post- 
ed to the Rule 17g-5 website. 


.08 Therefore, the procedures or findings, or both, 
of due diligence services (as defined in the release) 
conducted as AUP engagements are made public via 
Form ABS-15G through the EDGAR system or via 
the prescribed form through the process by which 
the NRSRO publishes its credit ratings, or both. 


.09 Question—The release requires the public dis- 
closure of the procedures or findings, or both, of 
the practitioner’s due diligence services in the pre- 
scribed form and Form ABS-15G, as applicable. Is 
the distribution of such procedures or findings, or 
both, prohibited under AT section 201, Agreed-Upon 
Procedures Engagements (AICPA, Professional 
Standards), when such services are performed as an 
AUP engagement? 


.10 Interpretation—No. The distribution of the pro- 
cedures or findings, or both, of the practitioner's due 
diligence services in the prescribed form or Form 
ABS-15G is not prohibited. A practitioner is not 
required to prohibit the distribution of the proce- 
dures or findings, or both, contained in the AUP 
report that may be disclosed in the prescribed form 
or Form ABS-15G because the distribution of that 
information is required by regulation to be made 
available to the public, as described in paragraphs 
.01—.08 of this interpretation. 


11 Footnote 16 of AT section 101, Attest 
Engagements (AICPA, Professional Standards), states, 
“In some cases, restricted-use reports filed with reg- 
ulatory agencies are required by law or regulation 
to be made available to the public as a matter of 
public record. Also, a regulatory agency as part of 
its oversight responsibility for an entity may require 
access to restricted-use reports in which they are not 
named as a specified party.” 


.12 Question—The prescribed form contains cer- 
tain language that is inconsistent with language 
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commonly used in AUP reports and could be mis- 
interpreted by those who have access to the pre- 
scribed form (for example, the term review is 
included in the prescribed form). In addition, the 
prescribed form does not include all elements of 
an AUP report required by paragraph .31 of AT 
section 201. 


-13 What are the practitioner's responsibilities when 
due diligence services (as defined in the release) have 
been performed as an AUP engagement and the 
practitioner is required to complete the prescribed 
form, which includes language that is inconsistent 
with the practitioner's function or responsibility, or 
is incomplete with respect to the reporting require- 
ments of the professional standards? 


-14 Interpretation—Paragraph .67 of AT section 
9101, Attest Engagements: Attest Engagements 
Interpretations of Section 101 (AICPA, Professional 
Standards), addresses such a situation in the con- 
text of reporting on the suitability of the design of 
an entity’s internal control under AT section 101 
and indicates that the practitioner should either 
teword the prescribed form of report or attach an 
appropriately worded separate report that con- 
forms with the practitioner's function or respon- 
sibility and professional standards. Therefore, 
when completing the prescribed form for due dili- 
gence services that have been performed as an AUP 
engagement, the practitioner should include all of 
the elements in paragraph .31 of AT section 201 
and any clarifying wording to avoid any misinter- 
pretation. This may be accomplished by either 
adding wording to the prescribed form or attach- 
ing an appropriately worded separate report to the 
prescribed form, or both. 


-15 Question—How might the practitioner modify 
the illustrative report wording in AT section 201 in 
order to clarify the requirements and limitations of 
AUP engagements and reports as it relates to due 
diligence services as defined in the release? 


-16 Interpretation—Paragraph .79 of AT section 101 
states the following: 
The need for restriction on the use of a report 
may result from a number of circumstances, 
including the purpose of the report, the cri- 
teria used in preparation of the subject mat- 
ter, the extent to which the procedures 
performed are known or understood, and the 
potential for the report to be misunderstood 
when taken out of the context in which it was 
intended to be used. A practitioner should 
consider informing his or her client that 
restricted-use reports are not intended for dis- 
tribution to non-specified parties, regardless 
of whether they are included in a document 
containing a separate general-use report.!% ” 
However, a practitioner is not responsible for 
controlling a client’s distribution of restricted- 
use reports. Accordingly, a restricted-use 
report should alert readers to the restriction 
on the use of the report by indicating that the 
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report is not intended to be and should not 
be used by anyone other than the specified 
parties. 





“Footnotes omitted for purposes of this inter- 
pretation. 


-17 As noted in paragraph .31 of AT section 201 
and paragraph .79 of AT section 101, a practition- 
er does have a responsibility to disclose certain lim- 
ltations of AUP engagements in the AUP report. 
However, the modifications can be made only to 
meet the requirements of the professional standards. 


-18 Because distribution of procedures or findings, 
or both, to non-specified parties may cause those 
non-specified parties to misunderstand the restrict- 
ed use limitations of AUP reports, the practitioner 
may modify the illustrative language in paragraph 
.32 of AT section 201, consistent with the require- 
ments in paragraph .311 of AT section 201, to clar- 
ify in the AUP report or prescribed form that the 
information with respect to the procedures or find- 
ings, or both, contained therein is not intended to 
be used by non-specified parties that may have 
access to the procedures or findings, or both, as 
required by the release (for example, NRSROs and 
investors). 


-19 Because the prescribed form utilizes the term 
review, the practitioner may also add language in the 
prescribed form that the practitioner did not con- 
duct a review in accordance with the AICPA attes- 
tation standards. 


[Issue Date: February 2015.] 


ETHICS REVISED INTERPRETATIONS 
SE ESE EES ESEEEINIEREREIAMONG 


THE REVISIONS AND ADDITIONS CON- 
TAINED IN THIS DOCUMENT ARE 


EFFECTIVE ON APRIL 30, 2015. 





Ethics interpretations and definitions are promulgated 
by the executive committee of the Professional Ethics 
Division to provide guidelines about the scope and appli- 
cation of the rules but are not intended to limit such 
scope or application. Publication in the Journal of 
Accountancy constitutes notice to members. A mem- 
ber who departs from such guidelines shall have the bur- 
den of justifying such departure in any disciplinary 
hearing. 


(Additions appear in boldface italic) 


The Professional Ethics Executive Committee has 
adopted the following revised interpretations under 
the “Independence Rule” [1.200.001] “Individual 
in a Campaign Treasurer or Similar Financial 
Position” [1.275.025] and “Client Affiliates” 
[1.224.010] and revised paragraph .03 of 
“Definitions” [0.400]. 





Text of Revised “Individual in a Campaign 
Treasurer or Similar Financial Position” 
Interpretation 


(Additions appear in boldface italic, and deletions are 


ster. | 


1.275.025 Individual in a Campaign Treasurer or 
Similar Financial Position 


01. For purposes of this interpretation, a campaign 
treasurer would also include individuals with 
similar financial responsibilities as a campaign 
treasurer. While other campaign positions may 
result in threats to compliance with the 
“Independence Rule” [1.200.001], such posi- 
tions are not covered by this interpretation. 
Accordingly, members should consult the 
Conceptual Framework for Independence 
[1.200.010] if partners or professional employ- 
ees serve in campaign positions not specifical- 
ly addressed by this interpretation. 


Campaign Organization Is Attest Client 

02. O+- If s-partrererprofessionalLempleyeeofa 
srentbersti during the period of the profes- 
sional engagement or during the period covered 
by the financial statements, a partner or pro- 
fessional employee of a member's firm serves as 


» 


exist the-threat a campaign treasurer and the 
campaign organization is an attest client, the 
management participation threat to the mem- 
bers compliance with the “Independence 
Rule” [1.200.001] would not be at an acceptable 
level and could not be reduced to an acceptable 
level by the application of safeguards. 
Accordingly, independence would be impaired. 


Candidate Running for Election of a 
Governmental Entity That Is an Attest Client 
03. O2= lf-tastead_the eandidate’spelitiesl parteer 


#embers during the period of the professional 
engagement or during the period covered by 
the financial statements a partner or profes- 
sional employee + serves as a campaign treas- 
urer for either (a) an elected official of a 
governmental entity that is an attest client, or 
(b) for a candidate who is running for election 
but is not yet an elected official of such attest 
client, then advocacy, adverse interest, and 
familiarity threats to compliance with the 
“Independence Rule” [1.200.001] would not be 
at an acceptable level and could not be reduced 
to an acceptable level by the application of 
safeguards. Accordingly, independence would 
®t be impaired. 


www.journalofaccountancy.com 


OFFICIAL RELEASES 


Political Party Is Attest Client 

04. If during the period of the professional engage- 
ment or during the period covered by the 
financial statements a partner or profession- 
al employee serves as a campaign treasurer for 
a candidate and the political party for which 
the candidate is a member is an attest client, 
advocacy and familiarity threats may exist. 
Accordingly, a responsible individual within 
the firm should evaluate the significance of the 
threats to determine if the threats are at an 
acceptable level. If the responsible individual 
within the firm determines that threats are not 
at an acceptable level, he or she should apply 
safeguards to eliminate or reduce the threats 
to an acceptable level. However, threats would 
not be at an acceptable level and could not be 
reduced to an acceptable level by the applica- 
tion of safeguards and independence would be 
impaired if the candidate is a member of one 
of the political party’s governing bodies. 


General 

05. 93: In the state and local government envi- 
ronment, members should consult the 
“Entities Included in State and Local 
Government Financial Statements” interpre- 
tation [1.224.020] to determine which enti- 
ties related to their attest client require the 
member’s independence. Also rRefer to the 
“Conflicts of Interest for Members in Public 
Practice” interpretation [1.110.010] of the 
“Integrity and Objectivity Rule” [1.100.001] 
for additional guidance. In addition, members 
in such positions should consider their obli- 
gations as members in business under part 2 of 
the code. [Prior reference: paragraphs 
.164-.165 of ET section 191.] 


Grandfathered Positions 


06. Independence would not be impaired as a result 
of the more restrictive requirements of this 
interpretation that are effective on April 30, 
2015, provided the attest engagement com- 
menced prior to April 30, 2015, and the mem- 
ber was in compliance with the preexisting 
requirements of this interpretation. 


[See Revision History Table.] 


Text of New Paragraphs of the “Client Affiliate” 
Interpretation 


(Additions appear in boldface italic, and deletions are 
strteken. ) 


1.224.010 Client Affiliates (in part) 
Acquisitions and Other Business Combinations 
That Involve a Financial Statement Attest 


Client 


05. The exception in paragraph .06 would 
apply when (1) a financial statement attest 


client is acquired during the period of the 
professional engagement by either a non- 
client or a nonattest client (acquirer), (2) 
the attest engagement covers only periods 
prior to the acquisition, and (3) the mem- 
ber or member's firm will not continue to 
provide financial statement attest services 
to the acquirer. 


06. Independence will not be considered 
impaired with respect to the financial 
statement attest client because a member 
or member's firm has an interest in or rela- 
tionship with the acquirer that may oth- 
erwise impair independence as a result of 
the requirements of this interpretation or 
the definition of “attest client” (as it relates 
to the entity or person that engages the 
member or member's firm to perform the 
attest engagement). 


07. Notwithstanding paragraph .06, a member 
should give consideration to the require- 
ments of the “Conflicts of Interest” inter- 
pretation [1.110.010], under the “Integrity 
and Objectivity Rule,” [1.100.001] with 
regard to any relationships that the mem- 
ber knows or has reason to believe exist 
with the acquirer, the financial statement 
attest client, or the firm. 


08. A member should refer to paragraph .03 
of “Application of the AICPA Code” 
[0.200.020] for guidance on circum- 
stances involving foreign network firms. 


Effective Date 

05-.09 Phistaterpretation Paragraphs .01 through 
.04 are is effective for engagements covering peri- 
ods beginning on or after January 1, 2014. Early 
implementation is allowed. 


[See Revision History Table.] 


Text of Revised “Attest Client” Definition 
[0.400.03] 


(Additions appear in boldface italic.) 


03. Attest client. A client that engages a mem- 
ber to perform an attest engagement or with 
respect to which a member performs an 
attest engagement. 


See paragraph .06 of the “Client Affiliate” 
interpretation [1.224.010] for acquisitions 
and business combinations that involve a 
financial statement attest client. 


[See Revision History Table.] 
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Careers 


Accounting Controller sought by AMERIKOOLER, 
INC., located in Hialeah, FL, w/ min 4 yrs relevant 
work exp & U.S. Master’s Deg in Finance or rltd field 
or foreign deg equivalence. Send resumes by mail to 
Amerikooler, Inc., Attn: Rachelle Rodriguez, 575 
East 10 Ave, Hialeah, FL 33010. 


Budget Analyst (Houston, TX) Develop, analyze, 
execute budget & estimate future financial needs of 
company. Prepare quarterly & annual reports. Direct 
preparation of regular & special budget reports & 
analyze the facility’s monthly budgeting & acctg 
reports to maintain expenditure control. Req BS in 
Accounting or Finance w/ 2 yrs exp (Accountant, 
Internal Auditing). Send resume: Melody Bugarin, 
Northwest Healthcare Services, Inc.,11650 
Possum Hollow Ln. Houston, TX 77065. 





Books/Publications 


The definitive resource for forensic accounting 
essentials Essentials of Forensic Accounting defines 
and explains the disciplined approaches to forensic 
accounting that lead to a thorough knowledge of 
the field’s varied specialties. Themes addressed 
include: professional responsibilities and practice 
management; fundamental forensic knowledge, 
laws, courts, and dispute resolution; and specialized 
forensic knowledge, bankruptcy, insolvency, and 
reorganization. Www.cpa2biz.com (Product 
#PFF1401P). 


Marketing Management for Non-Marketing 
Managers This engaging new book offers practical 
ways for nonmarketing managers and executives to 
measure and improve marketing returns. It gives you 
the tools you need to be able to correctly assess the 
potential of your marketing and accurately evaluate 
the returns. A marketing performance evaluation 
tool that assesses and improves your organization's 
marketing management is also included. www. 
cpa2biz.com (Product #PCG1304). 


Order now for practical, hands-on M&A advice 
Navigating Mergers & Acquisitions: Guidance for 
Small- and Mid-Sized Organizations is ideal for 
organizations considering M&A as a part of their 
growth strategy, as well as CPAs and consultants 
who are engineering these deals. Using a cookbook 
approach, this new AICPA title will help you 
understand the major aspects of the M&A process, 
including due diligence, common transaction 
documents and terms, and examples specifically 
tailored to middle-market companies. www.cpa2biz. 
com (Product #PGN1302). 


Professional Services 
IRS Form 1023 Help: samples, worksheets, links, 





reinstatements, 1023-EZ FAQs. Plain English. 
www.501c3book.com 
Maryland CPA firm offers outsourced 


professional services starting at $12 per hour. All 
services are coordinated and supervised by US CPAs. 
To learn more, visit www.affluentcpa.com or email 
ajit@affluentcpa.com. 










ADVERTISE HERE AND REACH MORE THAN HALF A MILLION CPAs 
advertisingsales@aicpa.org | 800.837.1677 


Marketing/Consulting 


FREE brochure for accountants—How to establish 
your fees. Go to www.mostad.com/fees2015 or 
call Mostad & Christensen at 800-654-1654. 


How to add $100,000 in revenues each year. 


www.coachpatton.com/business-development- 
2015.html 


Offer Valuation Services to your clients and earn 
$10k+ per year. www.pattonvaluations.com 


We Built a 


Million Dollar Practice 
with New Clients Inc. 


) After my husband left his job, he and I 
} focused on taking my small practice in 
new direction; so we contacted NCI. 


Only 8 years later, we have eclipsed 
$1,000,000 in gross billings. 


We wouldn’ t have achieved what we have 
without following NCI’s model. I wouldn’t have 
tried that model on my own. It’s been a 
wonderful experience! ~ Linda Chapekis CPA 

















Read the rest of this success story at 
newclientsinc.com or use your smart 
phone to scan the qr code at right. 


New Clients, Inc 


Powering Your Growth 








+ A-group of HK & China , 
‘PAs w/ Offices in HK | f 
Beijing, Shanghai; 
Shenzhen, Guangzhou 

MLIC & Trading Support 
Services 
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Trade Finance for SME 

* Registered Office & 
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China'& HK Tax 





Please call: Mr. ey Chik. 
Tel:852-2369 7a 
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Sales/Mergers/Acquisitions 


CPA practice for sale, small town, Eastern 
Wyoming, edge of the Black Hills. Growth potential. 
E-mail: lindakholland@rtconnect.net. 
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Sales/Mergers/Acquisitions 


Texas - N Dallas, $550,000, high quality small 
business clients, 65% tax - 35% compilation/ 
reviews, year round cash flow, long-term staff, owner 
transition, reply to dallasfirm1@gmail.com. 





Successfully Selling Your Accounting Practice by 
Rick Harrison of ProHorizons. Available through 
Amazon. 
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IFRS Certificate Program The IFRS Certificate 
Program includes a comprehensive, integrated 
curriculum of 25 online self-study courses. This 
scenario-based series of courses uses multimedia 
elements such as audio, video, and interactive 
exercises and case studies to guide you through the 
concepts under each area of IFRS. www.cpa2biz. 
com (Product #159770). 


XBRL U.S. GAAP Certificate Program This 
online training program from the AICPA and XBRL 
US provides the tools and strategies you need to 
understand and create high-quality XBRL financials. 
You’ll gain the complete XBRL proficiency you need 
to stay compliant with SEC rules and avoid liability 
issues. Www.cpa2biz.com (Product #159945). 


Fundamentals of Forensic Accounting 
Certificate Program Gain a solid understanding of 
financial forensics. Covering the AICPA’s entire body 
of knowledge on this topic, this online CPE program 
will help you become familiar with the forensic 
accountant’s professional responsibility and provide a 
fundamental knowledge of the legal system, gathering 
information, discovery, reporting, providing expert 
testimony, and more. www.cpa2biz.com (Product 
#159950). 


Unlimited CPE at an affordable subscription 
price Your topics. Your CPE. Fast! Get access to 
more than 450 courses and earn CPE in the topics 
you want. Essential accounting topics include tax, 
ethics, revenue recognition, and more. Courses are 
available 24/7, and you can complete courses in as 
little as one hour. www.cpa2biz.com (Product 
#BYT-XX). 


Ethical leadership and influence for finance 
professionals Develop your leadership abilities with 
this collection of online management accounting 
training courses. This CPE course bundle brings 
together our best online management accounting 
courses and covers skills such as coaching, setting 
the tone for your organization, becoming a better 
influencer, acting as an ethical role model, and 
operating as a true business partner through effective 
communication. www.cpa2biz.com (Product 
#159971). 


www.journalofaccountancy.com 







Advertising Index 


Publication of an advertisement in the 
Journal of Accountancy does not constitute 
an endorsement of the product or service 
by the JofA or the AICPA. 


Accounting Practice Sales.......0...-c:-scessteitecessstonseserensennecenesnsnsoncetererensnsesensananees 47 
PECOUTIEANITS WOTHCL cee ere ocn inte heecteeth eee at nen ovesesavessoeseonedres ss (some editions) 45 
AI GPAI CRA eGimy y: .scseroa 2 Ue. Lesiearra tere ctaes: 247,58, 59, 62,635.79; 81, 87,.89;,91, 
Na ER i Aina Wetter) aeraacadh awtrtehj 93,97, 101, 115, 116-117, 123,125, 126, 129, €3 
JCI OI NG HOWING AN WTR SCS aos sao acetone once coud onc von ecoSance anne on or-onecura coect 4,6,8 
UN ALAC TALE. ho Meee a oes circu ne oedocisaca ce pot sbaga ea ewoalseshodentanntnqeosnnctonabnettanzarsnacigaerary rise 55 
avaible eh cca See sana RES PR EIN ERT HERE £2] LR LER ee 21 
Becker Professional Education. .........:::::csssccesesssssseaeceesentessseaeeeeeeesensaacaescerenenens 109 
Bloomberg BNA «.2...0..:sssscecssccesececcsstoonensnarsestprenensstcenersestasssvacanaaasenenenczsenenesss 111 
Tveleittes Bole vic lees... ied eech cs) eb am atte cae ae cearetates Re leet eS Sue vale eae gtayepestmnens 57 
HisnerAmper LLC.....sceccccscsescsesnssenesessenesessnseesnaconesanenenzseptsrecovenssnaneneveasseniantctits 11 
Flagg Management........ccscsscessecessssesssenesensesecneneneessncareseectssscsenennanengatsatscees 83,99 
Fujitsu Computer Products of America .......:ccsteseees sess ecs se iceseetienetintsestise scenes 27 
T pats eee ele olsee ses Leet ese Ra ee OI Ss als ola ular g ce cscs ana masmnneredd cane ees 14,15 
Lockhart Industries, Inc.........:::cccesecceeeesrseeeeeeneceecnsneseeseenneeeenenececersres 12, 40-41, C4 
COTICE TOOLS eee a tact ee acta cae hops ate Senoanepenen anne eine ede aeneny she enaae 113 
PNC Bank Financial Services Group.........::::sesececeeeseeeseeeeeeeeeeeees (some editions) 35 
TP HOrSON PLCULELS << (pcs cei-cocu seers sencedsodicpete socsnecensrceetcedodesnctteuesnssrnenornactenvess CG2MIEZS 


Or WITIVENSIEV cacti ceccics oes eats aos stone rcecereaseomanarcneasnenethennss saesnererteradcees sealers ARs 


April/May 2015 Journal of Accountancy 131 





THE TASPE WORD 


| teach Introduction to Financial Accounting, which is usual- 
ly the first accounting course anyone takes. It’s really bad to 
go to a class and start lecturing from bullet points about abstract 
concepts. I want it to be fresh and real. When you start talking 
about real-life companies, it becomes more interesting. It’s story- 
telling. So I decided two years ago to create a blog called 
Accounting in the Headlines (accountingintheheadlines.com), 
where twice a week I write a short article. It’s one to three para- 
graphs where I take some news item that’s in the popular media 
and recast it in accounting terms. 


I’m a voracious reader. When | read stories, I’m looking for 
news about companies that are recognizable, because stu- 
dents learn best if they start with what’s familiar. From an 
education standpoint, I buy into this idea of scaffolding: You 
start with what the student knows. The student might be famil- 
iar with a company. I can then try to explain that new concept 
in layman’s terms without getting really detailed. If you were to 
throw a company’s annual report at students and say, “Here, let’s 
just figure it out,” it’s overwhelming; it makes no sense. 


Accounting is like a foreign language to students the first 
time through, but stories about real companies let them see 
that accounting isn’t just for accountants. 
This material affects everyone. A lot of 
my students aren’t even business 
majors. Fashion majors and _ sports 
administration majors, for example, 









Wendy Tietz, CPA, CGMA, Ph.D. 
Associate Professor of Accounting, 
Kent State University 


have to take financial accounting. They get to see that accounting 
issues in a company might impact them. Stories really show the 
applicability of accounting and why we need to understand it. 


As a faculty member, it can be difficult to find real-life news 
stories related to accounting that you can use in the class- 
room. The blog is my offering to other accounting educators. 
They're welcome to use it in their own classes. I hear from my 
colleagues that they do use it. In fact, my husband is an account- 
ing professor, and he uses the stories in his class. 


My class is delivered in a unique way. It is pretty exciting. My 
classroom holds more than 200 students. In addition, a large 
number of students attend my class live online. My graduate 
assistant comes to class with me, and we're actually doing live 
broadcasts of class. Students see a small video of me during 
class, but they also see what’s on the screen like PowerPoint, 
Excel, or whatever tool I am using. If 1 draw on the screen, they 
see that, too. They can hear my voice. My graduate assistant 
runs a chat room, and students can ask questions and interact 
with us even though they are not physically in the classroom 
with the rest of the students. 


It’s not just this one-way broadcast. My audience is the stu- 
dents online and the students physically in front of me. I can 
answer questions from the people in front of me, and my grad- 
uate student is answering the students online, and then she lets 
me know if there’s anything I need to know. Class is recorded so 
that my students can go back and review it. It has almost a little 
bit of an entertainment flavor to keep them engaged, and that’s 
where, again, the stories come into play. 


To make class more interactive, | can send questions to any 
web-enabled device they have: a smartphone, tablet, or 
computer. That’s how students earn participation credits for 
class. 'm not going to drone on and on for 75 minutes. To sit 
and just listen to someone talk doesn’t allow you to learn. Using 
technology to ask students questions about the material allows 
me to get immediate feedback from all of my students, not just 
the ones sitting right in front of me. It also helps engage the stu- 
dents with the material. When you think about a room with 200 
students sitting in it, how many students do you think are going 
to sit there without their phones in their hands? Why not 
embrace that to make it part of class instead of fighting it? 
—As told to Sheon Ladson Wilson (sheonlwilson@aol.com), 
a freelance writer in Durham, N.C. 
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your peers who have a similar passion 


for leadership. 


Learn how you can prove yourself 
at aicpa.org/LeadershipAcademy 
Application deadline is May 31. 
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Don't Let Them Leave 
Empty-Handed. 
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‘client service and goodwill. 
Thanks, Lockhart.” 


Your deliverable is a proxy for your physical presence. 





I's more than “just” a report or collection of numbers for them. It’s an experience and 
conveys your firm’s professionalism and attention to detail. See and feel the difference 
Lockhart’s quality and craftsmanship will make in your professional presentations. 
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Risk Free. Nothing to sign. No credit card required, 
A high resolution, digital file of your firm’s logo is required. 





THE LOCKHART GUARANTEE 


You risk nothing! 100% unconditional guarantee. 
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www.PresentationFolders.com (800) 966-2709 
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